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WEDNESDAY, APRIL 6, 1955 


Unirep States SENATE, 
Se.tect CoMMITTEE ON SMALL BUSINESS, 
SuBcoMMITTEE ON RELations or Busrness WitH GovERNMENT, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 1:45 p. m., in room 457, 
Senate Office Building, Senator Edward J. Thye (chairman of the 
subcommittee) presiding. 

Present : Senators Thye (presiding) and Sparkman. 

Also present: Representative Clarence Cannon, of Missouri; 
Robert A. Forsythe, chief counsel; Walter B. Stults, staff director ; 
and William B. Amis, professional staff. 

Senator Ture. The committee will come to order. 

First, I will have to apologize for the committee that we did not 
appear here in accordance with the schedule that we had announced. 
One reason for that is that we have been in a hearing on defense ap- 
propriations. I came out of a committee session at a quarter to 1, and 
we are reconvening within about 20 minutes to hear General Ridge- 
way, and so our schedule has been extremely tight. This committee 
hearing was set up after the Military Committee hearings had been 
announced. I make this brief explanation so that you will all know 
that we are neither irresponsible nor unmindful of the responsibilities 
of a committee once they have announced the schedule of a hearing. 

The problem of Government competition with private business is 
receiving increased attention today on both the legislative and the 
executive branches of Government. Private business, trade associa- 
tions, and civic groups throughout the United States have been very 
active in recent years in pointing out the threat which such competi- 
tion brings to the business concerns which must face this type of 
activity. 

During the past 2 years various bills have been considered by the 
Congress as possible solutions. The Bureau of the Budget, the De- 
partment of Commerce, and the Department of Defense have taken 
steps to curb this type of Government activity. The Hoover Com- 
mission Task Force is presently preparing a report on its findings 
after studying the problem in every governmental agency. 

The Relations of Business with the Government Subcommittee of 
the Small Business Committee has always been aware of the effect 
that Government competition has on the small-business firms. We 
have held hearings in the past and have continuously carried on an 
effort designed to reduce competition in some areas and to eliminate 
it in other fields. 

1 
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Today we have called the Bureau of the Budget and the Depart- 
ment of Defense to disclose what programs they have initiated in order 
to meet the threat of Government competition. 

We will call on the Bureau of the Budget to testify first. 

You may proceed, Mr. Brundage. 


STATEMENT OF PERCIVAL F. BRUNDAGE, DEPUTY DIRECTOR OF 
THE BUREAU OF THE BUDGET 


Mr. Brunpace. Mr, Chairman and members of the committee, I ap- 
preciate the opportunity to speak with you about the administration’s 
program to reduce competition between Government and private enter- 
prise. This isan extremely important subject. 

The hearings and reports of this committee and other congressional 
committees have effectively focused attention on the need for doing 
something in this field. The Hoover Commission has been studying 
this subject, as have several of its task forces. The Bureau of the 
Budget has been at work on the problem for some time, and in Bulletin 
No. 55-4 dated January 15, 1955, addressed to the heads of executive 
departments and establishments, requested a nae review 
of all commercial-industrial type activities of the Government pro- 
viding products or services for governmental use. I have a copy of 
this Bulletin with me for your information.’ This review requires 
(a) an immediate inventory of all commercial-industrial activities, 
and (6) an evaluation of these activities which will, of course, require 
a longer period of time. 

As you are aware, commercial-industrial activities in Government 
are numerous and of all kinds. Your committee report No. 129,? just 
issued, recognizes that Government competition with business falls 
into two general types: (1) Services to the public which are usually 
started as a result of a general policy decision of the Government, 
and (2) services to the Government with no direct service intended 
for the general public. The second type usually stems from an ad- 
ministrative decision within a department of the Government. This 
type is, of course, of particular interest to your committee because 
the competition of Government in this field is mostly with small 
business. 

You have pointed out that the military departments compete with 
private firms in over 100 areas of business activities. Some of these 
activities have been engaged in for many years: others have been a 
development of World War IT and the postwar period. ‘The reasons 
for starting them include everything from dissatisfaction with quality 
or price of a product to the inability to secure the products from pri- 

vate industry, security considerations, inaccessibility, or even the mere 
convenience of the administrator. 

Pending completion of the inventory requested in our Bulletin No 
55-4, no one knows the precise extent of commercial activity carried 
on by the Government, either in terms of numbers of facilities or types 
of activities. However, we are convinced that it is unnecessarily 





1 Bulletin No. 55-4 reproduced as exhibit I, p. 18, and Bureau of the Budget letter of 
January 26, 1955, to the Secretary of Defense, supplementing bulletin No. 55-4, repro- 
duced as exhibit 2, p. 24. 


2S. Rept. 129, 84th Cong., Ist sess., Annual Report of the Select Committee on Small 
Business, U. S. Senate, March 30, 1955. 
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large. Our objective is first to reduce the number of these activities 
and, second, to prevent the Government from starting new commercial 
activities that can as well be performed by private industry. 

This administration took office under a philosophy which called for 
the elimination of Government activities which are competitive with 
private industry. . 

The President expressed his policy in these terms: 

To bring government closer to the people we will Set up these principles and 
adhere to them: That no Federal project, large or small, will be undertaken 
which the people can effectively do or be helped to do for themselves; that no 
Federal project will be undertaken which private enterprise can effectively under- 
take; that no project and no program will be started on the Federal level which 
can be undertaken and effectively carried through on the State or local level. 

The Department of Defense has been working intensively on a 
review of its commercial activities for at least a year and one-half. 
The Department of Commerce, through its Business and Defense 
Services Administration, has provided a point to which small-business 
men are encouraged to bring their criticisms and questions. 

The Bureau of the Budget was assigned the responsibility of direct- 
ing the attention of all agencies to this problem, of coordinating the 
studies, and of following up the results. Bulletin No. 55-4 was in 
process for a number of months and was thoroughly discussed and 
cleared with all the major departments and agencies before it was 
released. The bulletin does several things: 

1. It states the policy of the administration that the Federal Gov- 
ernment will not start or carry on any commercial activity to provide 
a service or product for its own use, if such product or service can be 
procured from private enterprise through ordinary business channels. 

2. It places the responsibility for the administration of this program 
on the heads of the executive agencies where it belongs. It requires 
them to make the necessary decisions in line with the policy stated. 

3. It requires each agency to prepare an inventory of all commer- 
cial-industrial activity and to submit a report to the Bureau of the 
Budget on April 15. We will probably have to follow this up pretty 
systematically to get 100-percent compliance, but we hope to complete 
this phase of our study this spring, except for the Department of 
Defense. Because of the size and complexity of its operation, the 
Department of Defense is required to submit an inventory only of its 
manufacturing activities this spring. The other activities will be 
covered at a later date. 

4. The bulletin requires the agencies to evaluate all manufacturing 
activities now being carried on and to eliminate them, unless it can 
be shown in each case that the product cannot be obtained from private 
enterprise, or that it is not in the public interest to so obtain it. 

5. In the section on evaluation of manufacturing activities, the 
bulletin includes the following statement regarding costs: 

The relative costs of Government operation compared to purchase from private 
sources will be a factor in the determination in those cases where the agency 
head concludes that the product or service cannot be purchased on a competitive 
basis and cannot be obtained at reasonable prices from private industry. In 
those cases it will be necessary to develop detailed data on such costs. In doing 
so, the costs of Government operation should be fairly computed and complete, 
covering both direct and indirect costs, including elements not usually chargeable 


to current appropriations such as depreciation, interest on the Government’s 
investment, the cost of self-insurance (even though it is unfunded) ; there shall 
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also be added an allowance for Federal, State, and local taxes to the extent nec- 
essary to put the costs on a comparable basis. Care must also be exercised to 
see that the costs of procuring material from private sources are fairly computed 
and complete, being truly representative of the lowest price the Government would 
pay for the quantity and quality needed, and taking account of any applicable 
in direct costs of the Government for such procurement. 


6. The bulletin refers to the legal or other authorization as follows: 


The evaluation will also review the legal authorization for each activity and 
determine whether congressional action is necessary to permit discontinuance. 
Except where such congressional action would be required, activities should be 
discontinued as soon as the agency head determines that it is reasonably possible 
to do so. Where congressional action would be necessary to permit discontinuance 
the agency head shall seek such action promptly, submitting drafts of legisla- 
tion or appropriation language as may be required, to the Bureau of the Budget 


in the usual manner. 

7. It requires the evaluations to be completed by July 15, and a 
report made to the Bureau of the Budget at that time. Again an excep- 
tion has been granted to the Department of Defense because of its 
size and the enormous difficulty of covering all its activities scattered 
over such a large area. 

The bulletin does not set out specific criteria which might justify 
continued Government operation of an activity. We thought, as your 
committee did, that another approach would be more effective: one 
placing the emphasis on reducing competition rather than justifying its 
continuance. We have, therefore, placed the burden of proof on the 
agency head to show that it would not be in the public interest to secure 
the product or service commercially. The problems are so varied that 
no set of predetermined criteria could adequately cover or control all 
the situations which exist. 

The Bureau of the Budget will review the agency reports to assure 
that the President’s policy is being carried out. 

The inventory reports will identify the types of commercial activ- 
ities and the number of locations at which these activities are carried 
on. The ere will also show the capital assets and the average num- 
ber of employees working in a particular activity. They will give a 
better understanding of the scope of the problem, and provide a sound 
basis for proceeding with the evaluation of the nonmanufacturing 
commercial activities. 

We believe we are seeking the same objectives as this committee and 
the other committees which have been considering this subject. We 
intend to work closely with you and them. We will, of course, keep 
your committee and the other committees informed of the progress 
we are making. 

Senator Torr. We will try to discuss some of the questions with 
you, Mr. Brundage. Does the Bureau of the Budget feel there is any 
need for legislation to accomplish the task of removing the agencies 
from much of the commercial-type activities that you are engaged in? 

Mr. Bronpace. It is my feeling, Mr. Chairman, and the feeling of 
the Budget Bureau that legislative action at this time is not necessary. 
We have certainly no objection if the Congress wishes to express its 
feelings in the matter, but as I testified in another hearing last Sum- 
mer, we feel that we are going to get the cooperation of the different 
rag ong if we should bog down, then we might come to you and ask 

or help. 
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Senator Ture. Do you have a feeling or are you aware of any stat- 
utes that would prohibit the agencies from removing themselves from 
any of the various business activities?! 

Mr. Brunpace. Well, I know of no statute, but we have put it up 
to each agency and specifically requested them to take that into con- 
sideration. 

Senator Tuyr. You mean that you have discussed it with the differ- 
ent agencies? 

Mr. Brunpace. We have asked them in our bulletin, Mr. Chairman, 
to review the legal authorizations for each activity and to determine 
whether congressional action is necessary to permit discontinuance. 

Senator Ture. Do you feel that the program started by the Bureau 
of the Budget will be successful in removing Government from com- 
petition with private businesses / 

Mr. Brunpace. I am hopeful that we are going to make considerable 
progress. I would not expect to succeed 100 percent, but I think that 
the very initiation of this project has been already very helpful. We 
know of a number of instances where the different agencies have vol- 
untarily dropped such activities. And we feel that as soon as the 
inventory is received and we have had our discussions, that a great deal 
more will be accomplished. 

Senator Tuyre. Would you care to enumerate some of the business 
activities of the various agencies that have ceased to operate in or have 
removed themselves from, Mr. Brundage ¢ 

Mr. Brunpace. Well, the notable example is the RFC which, as 
you know, has been in the course of liquidation for some time. Most 
of the synthetic rubber plants have been disposed of. And the other 
activities have been largely liquidated. We are still working on it. 

Senator Tuyr. The military were engaged in some of the scrap- 
metal operations, smelters, to melt down the aluminum. Now that, 
of course, we have been endeavoring to curtail insofar as the agencies 
of Government are involved. Are there any other specific items that 
you could mention here that you accomplished in the period of time 
that you have been endeavoring to get the Government out of business / 

Mr. Brunpace. Yes. There has been discontinuance of such things 
as gasoline stations, clothes-cleaning plants, coffee-roasting plants. 

Senator Ture. Why did they ever become engaged in coffee roast- 
ing? 

Mr. Brunpace. | believe that that dates back almost 100 years when 
it was started. It was back in the 1850’s. There was complaint about 
the coffee and so the military services started to buy the beans and 
roast them and to grind the coffee. It has been done down to this 
date. That is an example of how some of these things started and have 
been carried on without current reappraisal. 

Senator Ture. You mention in your statement that the evaluation 
is to be completed by July 15, and a report made to the Bureau of 
the Budget at that time. Again an exception has been granted to 
the Department of Defense because of its size and the difficulty of 
covering all its activities scattered over such a large area. 

Have you issued special directions to the Department of Defense as 
viene in paragraph 7 of your order ¢ 

Mr. Brunpace. We have. 

Senator Ture. What has been accomplished to date ? 

61329552 
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Mr. Brunpace. Defense has been working on that for quite a while, 
and they had their own timing requirement. Some reports have al- 
ready been submitted. Others are to be submitted to us April 15, others 
May 15, and others July 15. 

Senator Turse. What are some of the activities that are directly in- 
volved in that? 

Mr. Brunpace. Almost everything that you could think of. 

Senator THyr. Could you enumerate a few of them so that those 
of us who do not come directly in contact with this will be able to get 
some information about it? 

Mr. Brunpace. Well, manufacture of rubber, fertilizer, lumber, 
electric power, sleeping bags, and rum. 

Senator THyrer. Von mean on the lumber that they operated saw 
mills? 

Mr. Brunpace. Lumber mills, yes, sawmills. 

Senator Ture. In the United States? 

Mr. Brunpace. In the United States. 

Senator Ture. And can you give any reason why they became en- 
gaged in operating a lumber mill or a sawmill operation in the United 
States? 

Mr. Brunpacer. I do not happen to know of my own knowledge, 
but I think it is probably in connection with building cantonments or 
camps. 

Senator Tuyr. I know that during World War I, we operated some 
sawmills in France because we could not get the lumber, and we had 
the projects over there. Well, for instance, we cleared out about 40 
acres of timber to establish a flying field. And in order to utilize the 
logs that came out of that woods, we established a sawmill. We did 
a pretty good job of getting ourselves rough lumber, dimensional 
material, for barrack construction. If that is the kind of an opera- 
tion that the Army becomes engaged in, why you could not condemn 
them, but the next thing is to make them let loose after the emergency 
is over. That is what you are doing now, endeavoring to have the 
military release something that an emergency forced them to become 
engaged in, but once the emergency ceases to exist, they were in op- 
eration and they just did not know how to let loose, so to speak. 

Mr. Brunpace. That is it. 

Senator Tuyr. You are helping them to, or forcing them to make 
the necessary moves to let loose of that particular project and get out 
of that business. 

Mr. Brunpacr. That is the exact thing we are doing. Many of 
these were initially started for very laudable or even necessary reasons. 

Senator Tiryr. The rubber plans, of course, I cited as an example. 
There we did not have the natural rubber to meet our requirements 
and it was necessary to step up the synthetic plant operations. It was 
a new venture. 

Mr. Brunpacr. That is right. 

Senator Tryr. You had no specific knowledge of what was neces- 
sary and the Federal Government just did a lot of searching and 
studying as they proceeded. Then the question now is orderly liqui- 
dation and getting as much money out of the plants as it is possible 
under a competitive sales arrangement. You are not meeting with 
any specific difficulties in that? 
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Mr. Brunpace. Inertia. j 

Senator Tuyr. That is right. We had a little trouble with those 
so-called salvage operations in aluminum, and there, again, the ex- 
planation was that the material was classified. And they could not 
let anyone go in there and take a plane and salvage it for fear of dis 
closing some military secrets, classified information, and at the same 
time, they were trying to salvage all that was usable and that which 
was not usable would become junk. So they got into the business and 
they did not know how to let loose of it until we, the Small Business 
Committee, and you, the Budget Bureau, proceeded to make a demand 
that this come to a close. 

Mr. Brunpacr. That is correct. You have been very helpful, your 
activity has been. ; 

Senator Ture. Now if you have found it necessary to issue any di- 
rectives to the Department of Defense, I would like to have specific 
knowledge of it, and it should be shown in the reports so that we may 
have the information for our own records here. 

Mr. Brunpace. I have a copy of the letter here. I would rather 
have you ask Defense, if you do not mind, as to whether they have any 
objection to that. 

Senator Tirrr. Defense will be next. We will just await that 
answer until they appear. 

Mr. Brunpage. Could I leave this with you ? 

Senator Ture. Yes. 

Mr. Brunpace. Release of that is a Defense decision. 

Senator Ture. We will hold this until the Department of Defense 
makes its statement. 

Do you have close coordination between the Bureau of the Budget 
and the Department of Defense in this program of endeavoring to get 
the Government out of commercial activities as rapidly as possible? 

Mr. Brunpace. We have complete cooperation with the Department 
of Defense. It is a very complex and detailed job to prepare this in- 
ventory. Of course, no 1 or no 100 people in Defense know of all of 
these activities. It is a question of getting reports from the field, and 
finding out as to just how many there are, what they are doing, and 
where they are. 

Senator Tuyr. We did not know in Congress until we commenced 
to assemble the numerous complaints. That is how the committee be- 
came concerned with it, because we were receiving complaints from 
businessmen who said “How could we compete with Government, be- 
cause the Government has no cost problems?” 

And when we proceeded to investigate it, we did find that the Gov- 
ernment was in ca salvage business. We found it was in the lumber 
business. We, of course, have the synthetic rubber or the alcohol 
plants, which was the first step in the development of the necessary 
ingredients for synthetic rubber. Why, that was an activity of which 
we were all aware, but we did not know just how to proceed to dispose 
of it until the Budget Bureau commenced to concern itself with it. 

The other questions that may be necessary to have spread on the 
record I will aa to the committee counsel, or the staff members to 
ask, because they have been working directly with this question from 


8 Letter dated January 26, 1955, from Rowland Hughes, Director, Bureau of the Budget, 
to the Secretary of Defense, reproduced in this record as exhibit 2, p. 24. 
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week to week and probably are better qualified to point up the ques- 
tions than I am. 

Mr. Forsyrue. | know Mr. Brundage has other appointments so I 
only eri three questions, Mr. Brundage. 

No. 1. Your bulletin asked that the names of the representatives 
from e: a agency be submitted to the Bureau of the Budget by Feb- 
ruary 25, 1955, so that you would know who was handling the program. 
Do you have those names? Have they been submitted to your agency / 

Mr. Brunpace. I do not have them with me but each agency has 
submitted the names. 

Mr. Forsyrue. All right. The next deadline that you set for the 
agency Was that an inventory of all commercial-type activities from 
every agency was to be submitted by April 15, which is approximately 
a week away. Does it look now as if those reports will come in with- 
out any undue delay to the Bureau of the Budget ? 

Mr. Brunpace. I think we will have to jack them up. We usually 
have to jack them up on the time limit. We have had a number of 
inquiries and I anticipate that we will get a majority of them except 
Defense. We gave Defense a further extension of time. 

Mr. Forsyrue. In your analysis of this problem, in comparing cost 
of Government-business activities, does the Bureau of the Budget 
think it fair to include an allowance for local, State, and Federal 
taxes in trying to analyze and get a cost comparison between private 
enterprise, ‘and Government-business operation ¢ 

Mr. Brunpace. I certainly do. I do not see how you can compare 

rices otherwise, because the business competitor has to pay taxes and 
if the Government does not pay its own share of local taxes, it will 
have to contribute in some other way. 

Mr. Forsyrue. I did not get your statement when that hammer was 
going before. You made a statement that there were some specific 
areas in which Government agencies were operating. Was rum one 
of them that you gave, or did I hear right ! 

Senator Ture. He made the statement on rum. Yes, rum was 
mentioned. 

Mr. Forsytrue. That isall I have. 

Senator Ture. How did the Government ever get into the business 
of distilling rum? 

Mr. Brunpace. I believe that a few minutes ago I made reference 
to distilling of rum by the Department of Defense. The Defense 
Department was not involved. The Virgin Island Corporation, a 
Government-owned corporation, manufactured rum at one time but 
the distillery that it owned was leased to a private entrepreneur after 
the war and has now been sold. 

Senator Ture. Thank you, Mr. Brundage. 

We will now hear from the Defense Department, Mr. Dersheimer. 


STATEMENT OF 0. H. DERSHEIMER, STAFF DIRECTOR, COMMER- 
CIAL AND INDUSTRIAL ACTIVITIES DIVISION OF THE OFFICE 
OF THE ASSISTANT SECRETARY OF DEFENSE, ACCOMPANIED BY 
COL. B. V. LEARY, USMC, A MEMBER OF THE STAFF 


Senator Ture. You may proceed, Mr. Dersheimer, and we certainly 
apologize to you for trying to make a statement under the conditions 
of this steam trip hammer across the street that is drivi ing steel piling. 
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It is a competition that I have never been subjected to. I do not 
imagine that you have. 

Mr. DersHermer. If I may, I will identify myself. My name ts 
O. H. Dersheimer. I am staff Director of Commercial and Industrial 
Activities Division of the Department of Defense, Office of the Assist- 
ant Secretary of Defense for Supply and Logistics. I have a brief 
statement to read here if you would like. 

Senator Ture. You may proceed, sir. The statement is brief. It 
is only a matter of less than 4 pages. 

Mr. Dersiieimer. We are quite ready to answer questions, too. 

Senator Tuyr. You may proceed then. 

Mr. Dersiieimer. Mr, Chairman and members of the committee, the 
Department of Defense has been pushing forward a program to take 
the Department of Defense out of competition with private business 
so far as this objective can possibly be accomplished without weaken- 
ing our defense position. It is a pleasure to meet with you here today 
and to report on the accomplishments to date. 

Recently the Bureau of the Budget issued Bulletin 55-4,¢ which spe- 
cifically set forth the administration policy not to establish or carry on 
any commercial activity to provide a service or product for the Gov- 
ernment’s use if such product or service can be procured from private 
enterprise through ordinary business channels. This bulletin also sets 
forth a program applicable to all Federal agencies. The Department 
of Defense is taking active part in this program. 

As you know, by a series of directives and instructions the Depart- 
ment of Defense has been carrying out such a program. We published 
DOD Instruction 4100.16° on March 8, 1954, which established the 
first increment of facilities to be reviewed. This increment consisted 
of 13 types of facilities which had an inventory count of 216. The 
second increment was published on June 28, 1954 (DOD Instruction 
4100.17) ® and covered 18 types of facilities which encompass 809 spe- 
cific activities. A third increment was then established on October 
8, 1954 (DOD Instruction 4100.18) * which pertained to 10 types of 
facilities with an inventory count of 45. We are now merging our 
program with that of the Bureau of the Budget, and additional incre- 
ments of facilities to be analyzed will be issued with the aim of elimi- 
nating unwarranted activities. 

By means of Directive 4100.15,5 revised on February 8, 1955, Secre- 
tary Wilson assigned to the Assistant Secretary of Defense, Supply 
and Logistics, the responsibility of reviewing the determinations of the 
military departments relative to the discontinuance or continuance of 
commercial and industrial facilities reviewed under the program. In 
sarrying out this responsibility Assistant Secretary Pike requested 
the military departments to submit to his office for review their find- 
ings and analyses of the facilities covered by the first three increments. 
The reports for the facilities included in the first increment and cer- 
tain facilities listed in the second increment are being received daily. 

So far my office has information concerning discontinuance or 
planned discontinuance of the following facilities or operations in the 





* See exhibits 1 and 2, pp. 18 and 24. 

5 See exhibit 4, p. 27. 

* See exhibit 5, p. 35. 

7 See exhibit 6, p. 37. 

5 See exhibit 3. p. 25, and exhibit 8, p. 51. 
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United States: 2 aluminum sweating operations; 7 scrap metal baling 
operations; 7 bakeries; 9 laundries; 1 caustic soda manufacturing ac- 
tivity; 1 chlorine manufacturing activity; 4 ice plants; 1 acetylene 
manufacturing activity; 10 automotive repair shops; 4 cement mixing 
plants; 16 office equipment repair shops; 1 tire retreading activity; 2 
tree and garden nurseries; all the coffee roasting plants; rope manu- 
facturing; all logging and sawmill operations with the exception of 
one; chain manufacturing. 

The results which I have mentioned are not to be considered as com- 
plete because we have not received all the findings and analyses from 
the departments; but in the near future it is expected all the depart- 
mental analyses for the facilities in the first increment and the manu- 
facturing facilities of the second increment will be submitted to this 
office for review. As Assistant Secretary Pike informed this commit- 
tee by letter of November 18, 1954, the policy is being applied in com- 
mercial fields other than those listed in the increments of the Depart- 
ment of Defense instructions. This fact is confirmed by the report 
submitted to the committee on that date which covered the period of 
July 1, to September 30, 1954. In a month or so a new report similar 
to that submitted by Assistant Secretary Pike will be ready and will 
cover the period of October 1, 1954, to March 31, 1955. A copy of this 
report will be sent to your committee. 

The report of this committee dated March 30, 1955 ° drew attention 
to the Department of Defense’s instruction 4100.16 "° and stated that 
certain language in that instruction could be interpreted as being a 
policy of justification for the continuance of existing facilities and 
the establishment of new facilities. On this point, I wish to assure you 
that our intent is to eliminate any existing activities and prevent the 
establishment of any new activity designed to produce a product or 
perform a service which could be provided for satisfactorily by private 
enterprise through ordinary business channels. 

In the same report the committee noted that in setting up the criteria 
to be utilized in arriving at a cost analysis of Government operations 
the item of local, State and Federal taxes paid by private firms is not 
included. I wish to assure you that in our present reviews the tax ele- 
ment is being considered, and the cost criteria for subsequent incre- 
ments will include an allowance for local, State, and Federal taxes 
whenever the relative cost of Government operation compared to the 
purchase of products or services from private sources is considered as 
a determining factor. 

The Department of Defense is endeavoring to eliminate all unneces- 
sary military-owned-and-operated commercial and industrial-type 
facilities. However, it takes time to implement a program such as we 
have initiated and to obtain completely effective results in all the far- 
flung activities in the Department of Defense. We are conscious of 
the major responsibility which rests on the Department of Defense to 
get out of competition with private enterprise so far as this can pos- 
sibly be done consistent with our mission to provide for the national 
defense. We recognize the broad and legitimate interest of the small- 
business firms of the Nation in serving the Defense Establishment in 
these areas. 


®*S. Rept. No. 129, 84th Cong., Ist sess.—Annual Report of the Select Committee on 
Small Business, U. S. Senate, March 30, 1955. 
® See exhibit 4, p. 27. 
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I am glad to have an opportunity to present to this committee what 
we believe to be an aggressive program to accomplish these objectives. 
You may be assured that we will continue to press the program to com- 
pletion at the earliest practical date. 

Senator Ture. Is there any operation outside of your Navy yards 
and some of the other ordnance activities in the ammunition field and 
gun factories that the Government needs to involve itself in, such as 
an aluminum-sweating operation? Now that you are pretty well estab- 
lished, you know just how the operation should be conducted in order 
to salvage all valuable parts out of the plane before it is junked. As 
to the baling operation of scrap metal, can you see that the military 
forces or the Government needs to be involved in any such an opera- 
tion? 

Mr. Derstiemenr. I think the best answer, Mr. Chairman, to that 
is reference to the basic policy 4100.15** where there are indicated 
criteria justifying continuance of an operation. Those criteria have to 
do generally with any interference with military effectiveness. ‘To 
answer more specifically your question, I know concerning many of 
these aluminum sweaters, and we have not reviewed all the cases thus 
far, and also scrap-metal baling, the reports come in stating that 
private industry is not present or lacks capacity. The location is often 
so isolated that no one is interested in bidding on the activity. 

Senator Tuye. That, of course, becomes a question of an emergency. 
There can be no escaping that. The Government would just have to 
do that or otherwise the material would have to be transported to a 
point where private enterprise could take hold of it, and the cost might 
far exceed the values there. But now on the question of rope manu- 
facturing, there does not seem to be any need there because there is 
nothing of a military nature or any classified information involved. 
I just cannot understand how they got into the business in the first 
place. 

Mr. Dersuermer. Well, as Mr. Brundage said, that started in 1828, 
I believe it was authorized by Congress in 1834, because there was no 
supply of good rope available. ‘They had to make the rope them- 
selves. I think one service they are accomplishing is continuing in 
research and development, and they are going along with private 
industry. But to answer your question specifically, the Navy has 
discontinued rope manufacturing and is phasing out of the operation 
completely by August 1. 

Senator Truyr. There are very few items that you have listed on 
page 2 of your statement that the Government would need to concern 
itself with as soon as they could reasonably dispose of the properties 
or the equipment that is used without having it at such a forced sale 
that you would realize poor values not anywhere near the appraisal 
value. There is no reason in the world why, with the exception of your 
aluminum-sweating operation, and the possible baling of some of this 
scrap aluminum, why the Government would have to be engaged in 
these activities. I cannot understand then how they got into the busi- 


ness of the tree and garden nurseries. Have you an explanation for 
that ? 


“See exhibit 3, p. 25. 
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Mr. Dersurmmer. To my own mind, yes. I was in the Navy 4 years. 
When you are building and you want to take care of the landscape of 
a shipyard or ammunition depot, you look to those things that are 
necessary. They probably went into the business because there was 
no source available at that time. 

Senator Tirye. On nursery operation, you would be as long estab- 
lishing the nursery and getting the growth of the shrubs and the trees 
as it would take to construct the buildings. It would seem to me that 
was a pipeline that might have just as w ‘ell been done by having what 
you normally refer to as somebody with a “green thumb”. Somebody 
just had a hobby that they wanted to put in performance. It would 
be taking as long to get the basic trees and shrubs, and so forth, to 
grow and be ready for transplanting as it would to construct the en- 
tire Navy installation except some future addition to the yard. It is 
just one of these things to which you cannot find a really reasonable 
answer as to why they got engaged in it. Yet it is there. We are 
trying to unhitch the Government from it. 

Mr. Dersuermmer. I am sure there are definite answers which I can- 
not supply you at this time. 

Senator Tuyr. You do? 

Mr. Dersuetmer. Yes, sir. 

Senator Tire. I gave you one example when we went into the lum- 
ber business in France in 1919 because we wanted to get some lumber 
and salvage some tree logs. But if someone continued that indefi- 
nitely, it was because they did not endeavor to let loose of it ? 

Mr. Dersueimer. That is right. 

Senator Tuyr. That is what we are trying to bring about here, to 
get the Government to let loose of an operation that they started be- 
cause some emergency forced it on them. You cannot foresee any 
reason why most of these operations that the Government is engaged 
in should be continued, can you, with the exception of that scrap 
metal ? 

Mr. Dersuermer. Mr. Chairman, I must agree with you that private 
industry is able to accomplish these activities, these facilities that are 
listed. I do not think there is any question about that. I think there 
are many reasons, though, in some cases where the Army, Navy, and 
the Air Force should continue by reason of the dissent or unwilling- 
ness of private industry. 

Senator Tuyr. What, for instance ? 

Mr. Dersuermer. W ell, if you ask private business to make bids on 
producing some of these products or supplying the services, they are 
not interested. They are not interested possibly because of the 
location. 

Senator Tuyr. Could you name any specific activity in which pri- 
vate enterprise might not be interested ? 

Mr. DersHermer. Yes, we can give you that information. 

Senator Taye. Can you right now name it, because I would rather 
discuss it here with you this afternoon? General Ridgeway is testi- 
fying in room 318 before the Appropriations C ommittee and I am a 
member of that committee and I should be down there, but inasmuch 
as no other committee members are here, I will stay with you but : 
want this to be interesting while I am here. So, therefore, if you ca 
tell me what there is that the military needs to be engaged in gate 
of shipbuilding and some of their gun factories and ‘Tesearch labora- 
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tories, that the Government could not leave to free enterprise, I would 
like to discuss it this afternoon. 

Mr. Dersuieimer. May I confer here for a moment ? 

Senator Tuyr. You may, certainly. Here is our committee chair- 
man, Senator Sparkman. I was just looking over the amg of various 
things which the Armed Forces are actually engaged in, and it does 
strike me that some of these items could be bou ight ann here at any 
drugstore. I see them advertised or listen to them advertised on the 
radio. Here are textile bags, canvas products of various kinds, and 
another thing, over here are wood household furniture, upholstering, 
metal household furniture, mattresses, bedsprings, picture frames, 
wooden containers, and Venetian blinds, window and door screens, 
and weatherstrips, various things of that kind. It has come to my 
attention—I do not know whether it is a fact or not—that you are 
operating a dairy farm somewhere. That hasbeen told tome. I have 
not had the fact verified, but these are some of the questions that we 
are faced with. 

Mr. Dersnizimer. May I point this out to you ? 

Senator Torr. You may. 

Mr. DersHeter. This is an inventory list of the definitions of vari- 
ous industrial and commercial activities that was issued for the pur- 
pose of securing inventories that Mr. Brundage just talked about as 
eine required “under the budget policy. This does not mean that 
these activities actually ex'st in the military department. These are 
definitions taken from the Bureau of the Budget’s Standard Industrial 
Classification Manual. 

Senator Torr. You mean that this pressed-blown glass and glass- 
ware listed is not processed by any of the military forces / 

Mr. Dersnztmer. It may or may not be. I do not St 

Senator Ture. When you said “may or may not be.” I am just 
absolutely out here in the middle of the avenue. I do not know which 
way to go. “May or may not.” You know that can cover both ends. 

Mr. Derserer. For this reason, Mr. Chairman, these definitions 
were issued to facilitate in making up an inventory as requested bys 
the Bureau of the Budget. 

If they have this le: ithergoods code 3199, then they should repor' 
it. We issued it in our office in order to facilitate ‘the compliance 
with the Bureau of the Budget’s request for the inventory list. 

Mr. Forsytur. Are your reports coming in now ‘ 

Mr. Dersnemmer. Yes, they are. 

Mr. Forsyrue. If they are, would they cover all of these items? 

Mr. Dersuermer. They will. 

Mr. Forsyrue. Or will they say no? 

Mr. Dersuermer. They w ill cover those that they have. 

Mr. Forsyrur. Just the ones that they have? 

Mr. DersHermer. Yes. 

Mr. Forsyrue. They will report a “No” answer on any of the others 
if they are not engaged in it. 

Senator Ture. I am going to turn the Chair over to my chairman, 
Senator Sparkman. 

Senator Sparkman. I understand that you have an Appropriation 
Committee meeting ? 

Senator Ture. General Ridgeway is before the committee right 
now. 


61329-—55 3 
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Senator SparkMaAN. I am sorrry that Senator Thye cannot stay to 
go on with us. Even though I am chairman of the committee, he is 
chairman of this subcommittee. 

I have not been able to be here during the earlier part, so I am going 
to have to rely on Mr. Forsythe to continue the questioning. 

Mr. Forsyrue. I just have a few questions. Let us start this way. 

Prior to 1955, to get the order of the directives clear in our mind, 
I believe that directive 4100.15, dated November 24, 1953,° was called 
the basic directive governing commercial type activities in the Depart- 
ment of Defense? 

Mr. DersHermer. That is correct. 

Mr. Forsyrne. Directive 4100.16 came out, dated March 8, 1954? "* 

Mr. Dersuemmer. Right. 

Mr. Forsyrue. Is that an implementation of the basic 4100.15 or is 
that a separate one? How do you classify the 4100.16 ¢ 

Mr. DersHermer. 4100.16 is termed an “instruction” and it is an 
implementation of the basic policy 4100.15. 

Mr. ForsyrHe. Now 4100.15 dated February 8, 1955,’* came out, my 
understanding is that supersedes the first directive 4100.15. 

Mr. Dersuermer. Yes; that is right. They made a few changes. 

Mr. Forsytue. For the purpose ‘of our discussion here, we are con- 
cerned with the latter 4100.15. 

The question arises then, what effect does the new 4100.15 have on 
the reports due under 4100.16% The reason I ask is in the first diree- 
tive 4100.15 cost is one of the criteria that is considered. In the second 
4100.15 it is eliminated but cost is still an important factor in 4100.16. 

Mr. Dersueimer. Yes; that is correct. 

Mr. Forsyrue. The question is, will you still demand the cost analy- 
sis in 4100.16? 

Mr. Dersuermer. Yes, I would like to explain that if I may. 

Mr. Forsytuer. All right. 

Mr. Derstemmer. It is true that the substantial savings clause was 
elimin: ited from 4100.15 as you point out, originally issued in Novem- 
ber 1953. However, in coordination with the Bureau of the Budget, 
and in using their ideas on costs, we dropped “substantial savings” 
from the basic policy 4100.15 but left the consideration of costs as a 
factor in 4100.16, the instructions, but made changes only to bring 
it in consonance with the Bureau of the Budget’s policy on costs. 

Mr. Forsyrue. You stated in your statement that you now are con- 
sidering local, State and Federal taxes in all cases where you have to 
analyze the comparative costs between a Government commercial-type 
activity and a private activity. 

Mr. Dersuemmer. Right. 

Mr. ForsytHr. Was there any reason prior to your stating that 
policy, why it was not considered in the earlier directives ? Tt was 
specifically eliminated as a matter of fact. 

Mr. Dersnermer. In the evolution or in the process of these dis- 
cussions on costs, it became quite obvious that taxes and other items 
should be considered in order to bring about a comparison between 


12 See exhibit 8. p. 51. 
13 See exhibit 4, p. 27. 
14 See exhibit 3, p. 25. 
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private enterprises and Government costs. And for your information, 
we have discussed with the Department of Commerce the matter of 
considering taxes of all types, city, county, Federal and so forth, in 
making the comparison, 

Mr. Forsytue. In directive 4100.16, “the instruction” called for 
implementation from all services. Have they all complied with your 
instruction ‘ 

Mr. Dersuermer. Yes. 

Mr. Forsytue. Could the committee sometime, if not today, later, 
have copies of the implementation that has been put out by the various 
services ¢ 

Mr. Dersuermer. I am sure you can, but I do not believe we have 
that with us. 

Mr. Forsyrue. You could submit that later on? 

Mr. Dersueimer. Yes, we can. 

(Copies of the implementation were subsequently supplied by Mr. 
Dersheimer and appear in this record as exhibits 10, 11, and 12, be 
ginning p. 54.) 

Mr. Forsyrne. In looking over the implementation, are you satisfied 
that you have uniformity of implementation, in other words, do the 
three services, or however many services you have, have the same 
method of analyzing cost data’ Do they have the same basic criteria 
that yousetup? Are they using that? 

Mr. DersHermer. That is right. 

Mr. Forsyrue. Across the board uniformly so that we will not run 
into any cases where one department feels that it should be eliminated 
and another department feels that it should be retained on genera] 
policy matters ? 

Mr. DersHetmer. The four services are following 4100.16 with re- 
spect to all criteria. 

Mr. Forsyrue. In 4100.16 you called for a report within 45 days of 
a list of commercial and industrial facilities for areas listed in enclos- 
ure 3. Those were the first items that vou were going to analyze ? 

Mr. DersHermer. The first ones. 

Mr. Forsyrne. Did you get the reports within that 45-day period 
or was there delay in getting ‘them 4 

Mr. DersHemmer. [ was not here. I assume that they came in. 

Colonel Leary. We have it. 

Mr. Forsyruer. You had no trouble in meeting the deadline that 
you set ? ? 

Colonel Leary. The exact date we do not know but plus or minus 
a few days. 

Mr. ForsyrHe. You also asked on these same items for departmental 
analysis determination to be completed within 150 days. Have those 
comeintoyou? You have received those on time? 

Mr. DersHermer. I might answer that. That is 5 months. And 
the military departments came in and asked for extensions in some 
cases and extensions were granted and that is the reason for our state- 
ment that I have just read that we are now rec eiving them. They 
were all—the reviews, analyses—due to us, March 28 on the first incre- 
ment and they are practically all in now or coming in. 

Mr. ForsyTHE. Prectically all in ? 





Mr. DersHeIMer. Yes. 
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Mr. ForsyrHe. Do you have any estimate on how long it will take 
to comple te your overall final analysis and determination on what 
facilities should be closed ? 

Mr. DersHermer. On the first increments ? 

Mr. Forsyrue. No, on the total, how many increments do you plan 
to have? 

That is the thing that we should probably ask you first. 

Mr. Dersuermer. I cannot answer that because there will be a good 
many in the future and I do not know how much time will be involved. 
We are trying to reduce the time in order to shorten up this job. 

Mr. Forsyrur. The reason I asked 

Mr. Dersuetmer. I could not say how many increments—— 

Mr. ForsyrHe (continuing). Is that we get questions from the trade 
groups and association groups on how the Defense Department is 
coming along and whether they are nearing the end of their survey 
or whether they are in the middle or where they are. I thought we 
might get some estimate on a timetable so we would have an answer 
we could give all of them when they write us letters and requests for 
information as to deadline dates, and so forth. 

Mr. Dersurimer. We are engaged in bringing out new increments. 
We know that there will be several more in the future. But I can- 
not give you any tinie estimate. 

Mr. Forsyrne. Have you detected any reluctance on the part of any 
of the services to either comply with 4100.16 or, going further, to get 
out of some of these activities / 

Mr. Dersuemer. No, sir; I cannot say that. I think there is com- 
pliance and cooperation in carrying out the administration’s policy. 

Mr. Forsyrne. You are getting the kind of cooperation that you 
would like to see as the key man in this program / 

Mr. Dersueimer. Yes, sir. I would say so, considering what is in- 
volved in getting these instructions out into the field and getting re- 
plies in, evaluating them and tabulating them. 

Mr. Forsyrur. Who makes the final decision to eliminate an activ- 
ity or to retain it ? 

Mr. Dersuermer. Well, as indicated in 4100.15, the first decision 

rests with the department head, the Secretary of the military depart- 
ment, who then sends his findings or decision in to the Assistant See- 
retary of Defense for Supply and Logistics who reviews it. The final 
decision, to answer your question, rests with the Secretary of Defense. 

Mr. Forsyrn:. Here is one that has been prompted in the last few 
days by either jetters or telephone calls we have received when this 
notice was sent out that we were going to have this short hearing. 
The question is, Is there any place in the Dep: irtmnent of Defense where 
people can go to complain of an activity that infringes on their busi- 
ness areas, and cither sit down with somebody and state the competi- 
tion or explain it to them? And if so, who is that? Where do we 
send them / 

Mr. Dersurimter. We have many inquiries, not all complaints, com- 


mee . ’ Sanaa oo as. ‘ ] “7 
eats ean hn the ood jaiera Livhaced Lbdce ads ye nave a fe W callers in our own 


office in the Pentagon, hat we are not set up to handle the public 
generally. 
Mr. Forsyrur. One of them I had in mind was the case of—you 
ay have gotten it—the Bolling Air Force Base Officers Club. They 
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did not have the party, but the Bolling Field Officers Club, one of the 
banquet rooms, was used by an alumni group of one of the universi- 
ties the other night. A member of the hotel association protested 
on the grounds that the military was using a military installation and 
military facilities for the entertainment of a group of alumni of 
particular university; that that should have gone rightly to a private 
organization. He called up the military and they checked and said 
that they did not want that to go on, that the ollicers club was not 
set up to entertain the public, but that one of the members of the 
Alumni Club was a Reserve officer who just happened to be on 2-week 
duty, and in that case, he got the club and there was nothing that the 
military could do about it. There was nothing in their policy that 
would restrict that type of thing. 

They complained that they thought that that was an unfair type 
of competition. 

Mr. Dersueimer. That is out of our field, sir, in that our policies 
here do not extend to nonappropriated fund activities or commissary 
or post exchanges. The operation of that mess or that officers club 
would rightly come under the jurisdiction of the office of Assistant 
Secretary of Defense for Manpower and Personnel in the Depart- 
ment of Defense. If we received such an inquiry in our office we would 
refer them to Manpower and Personnel. 

Mr. Forsyrur. So that would be the right place for them to go? 

Mr. Dersnemer. That is right. 

Mr. Forsyrite. I do not have any more specific questions. Thank 
you, Mr. Dersheimer, very much. 

Mr. Drerstrermer. Thank you. 

Senator Sparkman. Thank you very much. We appreciate your 
coming. 

Mr. Forsyrur. If you will supply that one item that I asked for : 
while ago, when you get a chance to read the transcript and send " 
over, I will appreci iate it. 

Mr. Dersuepter. I will do that. 

Colonel Leary. The implementation directives of the four services. 

Senator SparKMAN. This concludes the meeting of the committee. 

(At 3 p. m. the committee adjourned.) 


% The material supplied by Mr. Dersheimer appears in this record as exhibits 10, 11, 
and 12, beginning p. 54. 
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Exursit I 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., January 15, 1955. 
Bulletin No. 55-4. 
To the Heads of Executive Departments and Establishments. 
Subject : Commercial-industrial activities of the Government providing products 
or services for governmental use. 


1. Purpose. This Bulletin initiates a review of those commercial-industrial 
type activities conducted by the Government that provide services or products for 
its own use which could be procured from private enterprise through ordinary 
business channels (hereafter called commercial activities). It also sets forth 
Government policy with respect to both the starting and carrying on of such 
activities. 

The fact that this Bulletin does not deal with products or services provided 
directly to the public in no way relieves the agencies of keeping such activities 
under constant review and reevaluation as to the need for the Government to 
earry on such activities. The results of such reevaluation will be reflected in 
the legislative and budget programs. 

2. Policy. It is the general policy of the administration that the Federal 
Government will not start or carry on any commercial activity to provide a 
service or product for its own use if such product or service can be procured from 
private enterprise though ordinary business channels. Exceptions to this policy 
shall be made by the head of an agency only where it is clearly demonstrated in 
each case that it is not in the public interest to procure such product or service 
from private enterprise. 

3. Responsibility. In furtherance of this policy, the head of each agency shall 
give personal direction to the accomplishment of the review (inventory and 
evaluation) of the activities of his agency which fall within the scope of this 
Bulletin. He shall assign to a member of his key staff the responsibility for 
direction and coordination of this program throughout the agency. 

4. Scope and coverage of review. The review will consist of two phases: (a) 
an immediate inventory of all commercial activities, and (b) an evaluation of 
these activities, to be spread over a longer period of time. The first evaluation 
will cover manufacturing activities as set forth below. This will be followed 
periodically by similar evaluations of other commercial activities, such as whole- 
sale and retail trade, repair and business services, construction, transportation, 
communication, public utilities, agriculture, forestry, fisheries, and mining. In- 
structions for later evaluation reports will be issued subsequently, but agencies 
may proceed with a program of evaluation and action as fast as time permits. 

The following rules will prevail as to coverage of the review: 

a. The review will cover activities carried on in the continental United 
States and in the Territories of Alaska and Hawaii. 

b. In determining whether an activity is “commercial” in nature and 
“could be procured * * * through ordinary business channels,” reference 
may be made to the Standard Industrial Classification Manual and to ordi- 
nary business practice with respect to procurement of services or products. 
The inclusion of an activity in the manual will be generally considered indic- 
ative that it may be procured commercially. There will be excluded from 
coverage as noncommercial, however, those functions which are a part of 
the normal management responsibilities of a Government agency or a private 
business of comparable size (such as accounting, personnel work, and the 
like). 

18 
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ce. Any activity at any one location which involves an equipment invest- 
ment of less than $5,000 and a product or service with an approximate 
annual value of less than $25,000 shall be excluded. 

d. “Activities conducted by the Government” will exclude Government- 
owned, contractor-operated facilities as far as evaluation is concerned, but 
will include such facilities for purposes of the inventory report. 

e. “Activities * * * for its own use” will include the activities of produc- 
ing a service or product primarily for the use of the Government (whether 
the same agency or other agencies), even though some portion of the prod- 
uct or service is sold or given to the public. The coverage will include activ- 
ities which are to provide a service or product for the use of a Government 
agency in its official duties, even though the agency is engaged in carrying 
out a service to the public (e. g., it will include the manufacture of mail bags 
or the generation of power at a Government institution). However, the 
coverage will exclude the activities of producing a service or product pri- 
marily to be sold or given to the public (e. g., it will exclude the generation 
of power for sale to the public). 

5. Inventory of commercial activities. Each agency shall prepare an inven- 
tory of all commercial activities. The inventory shall identify the activity 
in terms of the Standard Industrial Classification Manual, the number of instal- 
lations or the locations where the activity is conducted, the capital assets invested 
in the activity, and the average number of employees engaged in the activity. 
Exhibit 55-4A indicates the format for reporting this inventory to the Bureau 
of the Budget. Instructions for this report are contained in Attachment A. 

6. Evaluation of manufacturing activities. Each agency shall make an evalu- 
ation of all its commercial activities which are classified as manufacturing in 
the inventory. Government-owned, contractor-operated activities included in 
the inventory report required under paragraph 5 above are not required to be 
evaluated at this time. 

The evaluation should determine whether or not each of these manufacturing 
activities should be continued by the Government in the light of the objectives 
stated in paragraph 2 above. 

The relative costs of Government operation compared to purchase from private 
sources will be a factor in the determination in those cases where the agency 
head concludes that the product or service cannot be purchased on a competitive 
basis and cannot be obtained at reasonable prices from private industry. In 
those cases it will be necessary to develop detailed data on such costs. In doing 
so, the costs of Government operation should be fairly computed and complete, 
covering both direct and indirect costs, including elements not usually chargeable 
to current appropriations such as depreciation, interest on the Government's 
investment, the cost of self-insurance (even though it is unfunded): there shall 
also be added an allowance for Federal, State, and local taxes to the extent nec- 
essary to put the costs on a comparable basis. Care must also be exercised to 
see that the costs of procuring material from private sources are fairly computed 
and complete, being truly representative of the lowest price the Government 
would pay for the quantity and quality needed, and taking account of any appli- 
cable indirect costs of the Government for such procurement. 

The evaluation will also review the legal authorization for each activity and 
determine whether congressional action is necessary to permit discontinuance. 
Except where such congressional action would be required, activities should be 
discontinued as soon as the agency head determines that it is reasonably possible 
to do so. Where congressional action would be necessary to permit discontinu- 
ance, the agency head shall seek such action promptly, submitting drafts of 
legislation or appropriation language, as may be required, to the Bureau of the 
Budget in the usual manner. 

The evaluation should proceed promptly so that a report of the results may be 
provided in paragraph 9 below. The report on each manufacturing activity 
conducted during any part of fiscal years 1954 and 1955 shall be submitted on 
exhibit 55-4B, showing what the agency head decides to do about the elimina- 
tion, curtailment, or continuation of each activity. The form is divided into 
three sections. Section A shall be completed on all reportable activities. Section 
B shall be completed on those activities which are being curtailed, eliminated, 
or procured from commercial sources. Section C shall be completed for all 
activities which will continue as Government operations. Applicable questions 
only need to be answered. The justification for continuation as a Government 
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operation must be complete. Instructions for this report are contained in 
Attachment B. 

7. Applicability to Department of Defense. Inasmuch as the Department of 
Defense started its own review of these activities some months ago, special 
instructions will be issued for that department in order to take full advantage of 
the work already done. 

8. Questions and interpretations. Any questions regarding completion of the 
forms or interpretation as to coverage should be presented to the respective 

sureau of the Budget examiners. 

9. Reporting dates. The name of the individual designated to direct the pro- 
gram and three copies of whatever implementing instructions are issued by the 
agency shall be furnished the Bureau of the Budget by February 15,1955. Three 
copies of the inventory reports (exhibit 55-4A) shall be submitted to the Bureau 
of the Budget on or before April 15, 1955. Three copies of the reports on evalua- 
tion of manufacturing activities (exhibit 55-4B) shal! be submitted to the Bureau 
of the Budget on or before July 15, 1955. Copies of the evaluation report form 
may be secured in limited quantity from the Bureau of the Budget Publications 
Unit, code 189, extension 161. 


By direction of the President : 


Row.Lanp R. Hucues, Director. 
Attachments. 


Attachment A to Bureau of the Budget Bulletin No. 55-4 
INSTRUCTIONS FOR INVENTORY REPORT ON COMMERCIAL ACTIVITIES 


Prepare the report on letter-size paper in the format appearing on the reverse. 

A separate report shall be submitted for each bureau, service, or other major 
administrative unit within the agency. 

List on separate pages and designate appropriately (a) those activities or 
services which are Government-operated, and (b) those which are Government- 
owned but contractor-operated. 

Include all commercial activities conducted during any part of fiscal years 
1954 or 1955. 

Column 1—The type of activity or service should be classified according to the 
Standard Industrial Classification Manual (obtainable from the Superintendent 
of Documents), giving the industry classification number and the industry title 
as shown in the Manual, and be followed by such additional words or phrases 
as will help to identify the specific activity or service. Where a major installa- 
tion is itself a commercial activity and has a number of commercial activities as 
components, the installation should be listed by its overall functions and the 
component activities listed under it. Number each major activity consecutively 
beginning with the figure “1” on each page. 

Column 2—Tf the activity is confined to one or a few locations, list them in- 
dividually. If there are many locations, the number of separate facilities will 
be sufficient if accompanied by some general indication of locations. 

Column 3—Estimate the value of capital assets used primarily for the activity. 
Use only one figure for the total of land, buildings, and equipment. Use same 
figures as reported to the General Services Administration in its Inventory of 
Federal Real Property Holdings, to the extent possible. For those activities not 
covered in the General Services Administrations report, use same valuation basis 
(original cost) as used for that report. 

Column 4—Show the average number of persons employed annually on the 
particular activity. This figure can be computed by averaging the figures re- 
ported to the Civil Service Commission on Standard Form: 113. If the operation 
is seasonal, show the average employment for only the months during which the 
activity was performed and indicate in parentheses the number of months during 
which the activity was performed. 

Column 5—Use this column for any special information considered pertinent 
from the standpoint of the development of an inventory. Do not try to justify 
the conduct of the activity here. Wherever necessary, justifications will be de- 
veloped through subsequent surveys. 
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(Exhibit 55-4A) 
INVENTORY REPORT OF COMMERCIAL ACTIVITIES 
UNDER BUREAU OF THE BupGet BULLETIN No. 55-4 
Page No. of — (total) 


Check one 










































Gov't. operated Date 


Gov't.-owned, contractor DINE cic BAD ere 
operated 


Location or number Capital | Number of 


: Comment 
of installations assets employees . 


Activity 


(1) (2) (3) (4) (5) 


ittachment B to Bureau of the Budget Bulletin No, 55-4 
INSTRUCTIONS For EVALUATION REPORT ON MANUFACTURING ACTIVITIES 


Nection A. This section is to be filled out on ail manufacturing activities. 
Answer only those questions which are applicable. 

1. Use the industrial title from the Standard Industrial Classification Manual 
which describes the activity at the highest organization level that can be analyzed 
as a separate commercial activity, even though it may have a number of com- 
mercial activities as components. For example, a shipyard would be the in- 
dustrial activity and not the individual activities which make up a shipyard, 
such as foundries, machine shops, etc. 

2. Use the code number corresponding to the title from the Standard Indus- 
trial Classification Manual. 

3. Refer to the proper page and line of the agency’s inventory report pre- 
viously submitted. 

4. This should be the number of similar installations. Exclude those re- 
ported elsewhere as a part of another major activity. 

5. If there are relatively few such installations, give their location. If there 
is a larger number of such installations, use some descriptive term, such as “at 
all dam construction sites’ or “one in each seaboard state.” 

6. Show as subordinate activities the types listed in the Standard Industrial 
Classification Manual which form a part of the major activity listed in No. 1. 

7. This should be an estimate of the total expenditures attributable to the 
activity for the fiscal year 1954. 

8. This should be an estimate of the total expenditures attributable to the 
activity for the fiscal year 1955. 

9. Show the number of employees assigned to the activity who were included 
on the Standard Form 115 report to the Civil Service Commission and the num- 
ber of military personnel assigned to the activity. 

10. If the number of employees shown in No. 9 is not representative of the 
normal or seasonal size of the operation, explain the seasonal character and 
give figures which reflect the maximum employment during the peak season. 

11. On a percentage basis, account for the disposition made during fiscal year 
1954 of the products manufactured. 

12. The value of land and buildings should be the same (initial cost) as re- 
ported to the General Services Administration in connection with its survey of 
real property holdings. For those assets disposed of before or acquired after 
December 31, 1953, which are not included in the GSA survey, use the same con- 
cept of initial cost, or the best estimate thereof, in setting the asset figure. This 
concept should also govern the value placed on equipment which was not covered 
by the GSA survey. 
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13. Check the block which indicates the authority and circumstances under 
which the activity is conducted. If it is required by law check “Required.” If 
it is specifically authorized but not required by law, check “Specifically au- 
thorized.” If it is not specifically authorized or required but has been the sub- 
ject of specific congressional approval in appropriation acts or some other legis- 
lation, check “Congressional approval” and explain the circumstances. If there 
is no specific approval, but the agency considers that its basic legislation au- 
thorizes the activity, check “General authorization.” Use the “Other” block 
only if none of the previously mentioned categories is applicable, and explain 
the circumstances. Whenever there is legislation under which the activity is 
authorized, give the U. S. Code citation. 

14. Indicate by a check what the agency head determines is to be done about 
the continuation of the activity. Check the block “Eliminate” if the Govern- 
ment operation is to be closed and the facilities disposed of. Check “Curtail” if 
the volume of activity is being reduced but the activity will continue as a Gov- 
ernment operation. “Continue” will be used to denote the decision that it is in 
the public interest for the activity to be conducted as a Government operation. 
Check “Other” if the activity is being converted to a contractor-operated basis or 
some combination of ways of procuring the product. If the “Other” block is 
checked, give a brief explanation of what is to be done. 

Section B. This section should be completed for all activities on which No. 14 
is not checked “Continue.” 

15. State exactly what is to be done. 

16. Show the date on which the activity has been or will be eliminated, cur- 
tailed, or otherwise modified. 

17. If the agency head’s determination is not yet in effect, indicate the ex- 
tent to which negotiations or other actions have progressed on the date of the 
report. 

18. If the agency head’s determination cannot be carried out because of exist- 
ing law, summarize any legislative proposals being submitted to the Bureau of 
the Budget. 

19. If the assets which were used in the conduct of the activity are to be 
sold or otherwise disposed of, so indicate. If they are not to be disposed of, 
give reasons. 

20. If any of the assets have been disposed of, show the amount recovered 
from their sale. If they have not been but will be later, indicate an estimated 
amount to be recovered, adding “estimate.” 

21. Use the same basis for determining the value of the assets being retained 
as was used in estimating the value of the capital assets in No. 12. 

22. There will normally be an entry on line 2 and in addition there may be 
one on lines 1 or 3, depending on the action being taken. The first line should 
show savings. The second should show amounts formerly spent for Government 
operations which hereafter will be spent for procurement of the product by direct 
purchase or contractual arrangements. The third line should show any increase 
in out-of-pocket costs of procuring the product, whether or not additional appro- 
priations will be requested. The last line will be used for any other circumstances 
which will prevail. These need not be exact figures developed by a cost study 
but may be estimated amounts. 

23. The changes in the numbers of persons engaged in the activity will be 
related to the answer on No. 9. The number eliminated does not necessarily mean 
that employment of the particular individuals will be terminated but it does 
mean that the personnel requirements of the agency will be reduced to that extent 
so far as the activity is concerned. 

Section C. This section is to be completed whenever the agency head decides 
that the activity is to be continued as a direct Government operation. 

24. This justification must be complete, showing the reasons why the agency 
head has decided that there is a clear demonstration that it is not in the public 
interest to procure such product from private enterprise. 

25. If unavailability of the product commercially is a reason given in No. 24, 
this item will be used to indicate the circumstances under which the product is 
provided by private enterprise under normal business conditions. It should also 
indicate whether the geographical location of the activity is such that private 
enterprise is not in a position to fill the agency's needs. This should be answered 
only after specific analysis of the problem and must include a description of the 
steps which the agency has taken to be sure that private industry either can or 
cannot furnish the agency's needs. 
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26. If cost is a reason given in No. 24, this item will be used to indicate the 
comparative costs. Since cost should not usually be the deciding factor in deter- 
mining whether to continue the operation as a direct Government operation, this 
statement should show both the results of the comparative cost analysis and the 
elements which have been used in determining the Government cost, both as a 
direct operation and if the product is secured from private industry. 


(Exhibit 55-4B) 


EVALUATION REPORT UNDER BUREAU OF THE BUDGET BULLiTIN W -4 
IN GOVERNMENT OPERATED MANUFACTURING ACTIVITIES 


Additonal information will be supplied by Submitted by Sign 


Title Tel. No. 





SECTION A (TO BE COMPLETED ON EACH ACTIVITY EVALUATED 


1. Industriel activity title 2. Industry Code No. 3. Inventory report reference 


4. No. of Installations | 5. Location of installations 


6. Component activities 


7. Expenditure fiscal year 1954 $ 8. Expenditure fiscal year 1955 ¢ 





9. No. employees June 30, 1954 10. Explain any special seasonal activity 


Civilian 


Military Peak employment Sivilieno Military 


1l. Disposition of product Distribtuti publi Sold to 
fiscal year 1954 Government use q Free k Public 4 











e 
Asse Land $ Buildings $ Equipment $ 


13. Legal authorization: Specifically -ongressional General 
Required / Authorized / / Approval Auth. / ther // 
(Explain 


U. S. Code Reference or Explanation 





14. Agency determination Eliminate // Curtail // Continue / / ther 
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EXHIBIT 2 


LETTER TO THE SECRETARY OF DEFENSE, SUPPLEMENTING BULLETIN No. 5 
[Copy] 
EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., January 26, 1955. 
The Honorable the SEcRETARY OF DEFENSE. 

My Dear Mr. SecreTARY: Bulletin No. 55-4, which was issued recently by the 
Bureau of the Budget, requests each of the executive agencies of the Govern- 
ment to prepare an inventory of commercial-industrial type activities being con- 
ducted for the Government’s use, and an evaluation of each of such activities, in 
order to determine whether such activities are to be continued as Government 
operation. A copy of the bulletin is attached. 

Inasmuch as the Department of Defense carries on the largest number of com- 
mercial activities of any Federal agency, and since the Department of Defense 
is already engaged in a comprehensive review of those activities which are 
competitive with private enterprise, our respective staffs have integrated this 
review with the program we are proposing. 
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1. The Department of Defense will prepare a list of all types of commercial 
activities which appear in the Standard Industrial Classification Manual and 
which are carried on by any facility in the Department of Defense. This list 
will be furnished the Bureau of the Budget by February 15, 1955. It is under- 
stood that this list will only show what is being done. 

2. It is recognized that the program of the Department of Defense does not 
cover Government-owned, contractor-operated activities. It is extremely im 
portant that this information be secured in order that the report of the President 
may accurately reflect the size of the Government-owned manufacturing activi- 
ties at least. Will you, therefore, please inform me the earliest date by which you 
can develop an inventory of the Government-owned, contractor-operated manu- 
facturing activities? 

3. An inventory of those manufacturing activities, which were included in in- 
crements 1, 2 and 3 of the Department of Defense survey plan, will be furnished 
the Bureau of the Budget by April 15, 1955. 

4. An inventory, including the information asked for in the bulletin on manu- 
facturing activities, on all manufacturing activities not included in the first three 
increments, is to be provided the Bureau of the Budget by May 31, 1955. 

5. Inasmuch as the Department of Defense program covers only commercial ac- 
tivities in the continental United States, it will be satisfactory to report on those 
activities covered in the first three increments on that basis, but inventories and 
reports covering activities which have not been included in those increments will 
include activities carried on in the Territories of Alaska and Hawaii. Informa- 
tion regarding activities under the first three increments carried on in Alaska 
and Hawaii will be reported later. 

6. A summary of the results of the review of the manufacturing items included 
in increments 1 and 2 shall be submitted to the Bureau of the Budget by July 15, 
1955. 

7. A similar summary of those manufacturing items on increment 3 shall be 
submitted by August 15, 1955. 

&. It is agreed that the final determination of the number of increments needed 
to complete the coverage of manufacturing activities may be deferred until the 
inventory report is made. In view of the fact that increments have been issued 
by the Department of Defense at 3-month intervals, it would be desirable that 
another increment be developed prior to the completion of the inventory, prefer- 
ably in February 1955. We strongly urge that this increment cover the major 
types of industrial activities, such as arsenals, shipyards, etc. The report on the 
evaluation of this increment should be submitted to the Bureau of the Budget 
within 12 months from the date of issuance of the increment. Please advise us 
of the possibility and timing of such an increment. 

9. Where the information collected by the Department of Defense in connec- 
tion with the analysis of activities initiated by instruction 4100.16, 4100.17, and 
4100.18 (increments 1, 2, and 3) does not provide all the data requested in Bulle- 
tin No. 55-4 the Department may submit the data it has already secured without 
resurveying to get the additional data requested in Bulletin No. 55-4. Where 
such data are available they should be furnished. It is understood that witi 
respect to increment 4 and any later increments, the Department of Defense will 
obtain and furnish to the Bureau the data requested in the Budget Bureau 
Bulletin. 

We would appreciate being informed of the steps the Department of Defense 
takes to implement this letter. 

Sincerely yours, 
ROWLAND HuGueés, Director. 





ExHIBIT 3 
February 8, 1955 
Number 4100.15 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject : Commercial and Industrial Type Facilities, 
Reference: DoD Directice 4000.8, 17 November 1952. 
I. PURPOSE 


The purpose of this directive is to establish the Department of Defense 
policy with respect to the ownership and operation of commercial! and industrial 
type facilities. 
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II. DEFINITION 


As used in this directive, commercial or industrial type facilities are those 
devoted to an activity which normally might be performed by private industry, 
except commissaries, post exchanges, and non-appropriated fund activities. 


Ill. POLICY AND CRITERIA 


a. The Department of Defense supports the basic principle that free competi- 
tive enterprise should be fostered by Government. Therefore, it is the policy of 
the Defense Department that the use of government-owned and operated com- 
mercial and industrial type facilities will not be authorized after review except 
when it can be clearly demonstrated that private enterprise cannot perform 
the service or provide the products as necessary to meet current and mobiliza- 
tion requirements, or that in the execution of the military mission, operation 
by the Government is a necessity. Those factors which would justify the con- 
tinued use of, or the establishment of, government-owned or industrial type 
activities are as follows: 

(1) The absence of private facilities of sufficient capacity located within 
a reasonable distance from the point of demand. This may be particularly 
applicable in isolated areas. However, the possibility of inducing private 
industry to meet the need must be examined. 

(2) The necessity for meeting the military demand at all times without 
delay, particularly where abnormal or fluctuating military demand makes 
private sources or operation impractical to the extent that the current or 
mobilization need cannot be met. 

(3) The need for maintaining facilities for the training of personnel (for 
operation in a zone of action or advance base or overseas operations where 
commercial facilities will not be available) where an organized training 
program for the type of skills involved, specifically requires the use of the 
facility in question. 

(4) The danger of compromising information which would aid potential 
or known enemies, or which would otherwise be prejudicial to the interests 
of the United States, where adequate provision can be made only through 
Government operation. 

(5) Any other criterion demonstrating a particular Government opera- 
tion to be in the public interest, when approved by the Secretary of Defense. 


b. In those instances where it has been determined that a commercial or indus- 
trial type facility or activity should be continued, reactivated or established, 
maximum use of existing facilities will be made on a cross-servicing basis, pro- 
vided such use is consistent with the policies expressed under a above. 


IV. PROGRAM RESPONSIBILITY 


a. The Assistant Secretary of Defense, Supply and Logistics, will: 


(1) Be responsible for developing a continuing Department of Defense 
program designed to meet the objectives of the policies established in Sec- 
tion ITI hereof. 

(2) Promulgate instructions applicable to the military departments. 

(83) Review the programs and findings of the military departments, and 
refer to the Secretary of Defense for appropriate action those cases or find- 
ings which remain unresolved after discussion with the appropriate Depart- 
mental Secretaries. 

(4) Notify the Secretary of the military department concerned of the 
decision reached by the Department of Defense with respect to each of the 
findings submitted for review. 


b. The Secretaries of the Military Departments will: 


Develop and earry out continuing programs for the analysis and review 
of commercial and industrial facilities and activities under instructions 
promulgated in accordance with the provisions of a above. 

V. This directive is effective immediately, and supersedes DOD Directive 
4100.15, dated 24 November 1953. 


C. E. Witson, 
Secretary of Defense. 
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Exursit 4 
Number 4100.16 
Date: 8 March 1954. 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Department of Defense Program for Review of Commercial and Indus- 
trial-Type Facilities (DD—S&L(AR)140) 
References : 

(a) Department of Defense Directive No. 4100.15 

(b) Department of Defense Directive No. 4000.8, Par. ITI-B 

(c) Department of Defense Directive No. 4000.11 

Inclosures : 

1. Cost Principles for Use in Determination of Product and Services Costs 
of Industrial and Commercial Facilities Owned and Operated by the 
Department of Defense 

2. Subject Matter to Be Included in the Summary Reports of Analysis of 
the Department of Defense Commercial and Industrial Facilities 

3. First Increment of Commercial and Industrial Facilities to Be Reviewed 


I. PURPOSE 


This Instruction implements references (a) and (b) and prescribes the basic 
program and guidance for the continuance in operation or the establishment of 
commercial and industrial-type facilities by the military departments, agencies, 
and offices of the Department of Defense. Specifically, this instruction is 
designed 

A. To provide that the Secretary of each military department initiate a 
continuing review program and make necessary determinations to achieve 
maximum economy through minimum facility and manpower expenditures 
for commercial and industrial operations without impairing military effec- 
tiveness. 

B. To provide that Department of Defense departments, agencies and 
commands effectively apply cross-servicing principles to items or services 
produced or performed by Department of Defense-owned and operated com 
mercial and industrial facilities. 


II. DEFINITION 


As used in this Instruction, commercial or industrial-type facilities are those 
devoted to an activity which normally might be performed by private industry, 
except commissaries, post exchanges, and non-appropriated fund activities. The 
term “facility” as used herein means an entire installation, a portion of an in 
stallation, or an activity or function being performed therein. 


Ill. SCOPE AND APPLICABILITY 


A. The provisions of this Instruction apply to all commercial and industrial 
facilities (as defined in Section II above) owned and operated, or proposed to be 
established and operated, by Department of Defense departments, agencies and 
commands, exclusive of : 

1. Those physically located within an active zone of action designated by 
the Secretary of Defense: 

2. Those that are an organic part of an authorized combat unit which is 
designed to be deployed to a zone of action ; 

3. Living quarters (officer and enlisted) and mess halls; 

4. NATO financed facilities. (While excluded from this program, con 
sideration should be given, however, to the maximum feasible utilization of 
facilities made available under NATO-financed programs in Purope.) 

B. Commercial or industrial facilities technically within the definition set ont 
above but regarded as borderline inclusions may be specifically exempted from 
the provisions of this Instruction upon approval by the Secretary of Defens« 


IV. PROGRAM AUTTIORITY AND RESPONSIBILITY 


A. The Secretaries of the military departments will: 
1. Be responsible for the analyses and determinations pertaining to mili 
tary commercial and industrial facilities and similar privately owned and 
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operated facilities. The analyses of privately owned and operated facilities 
usually will be limited to the extent required to reasonably determine their 
ability to produce the product or perform the service : 

a. At or above the level of performance in the military facility; 

b. At an equal or lower price than if the product or service were 
furnished by a Government-operated facility. 

2. Require each such analysis and determination be conducted in accord- 
ance with the Department of Defense policy and criteria set out in refer- 
ences (a) and (b). Such analyses must be objective and conducted on an 
impartial basis. They must withstand a most searching examination. Full 
consideration shall be given to: 

a. Obtaining the product or service from private enterprise : 

b. Merging similar operations or functions being conducted at an 
installation ; 

c. Merging similar operations or functions being conducted at several 
adjacent locations at a single installation within the area; 

d. Merging similar operations or functions being conducted at several 
locations by the military departments into a facility of one of the 
departments ; 

e. Releasing the facility or placing the installation, or a portion 
thereof, in a “stand-by” status with a reduction in commercial and 
industrial-type activity to the extent that only minimum essential house- 
keeping and surveillance functions are performed. 

3. Issue such implementing regulations as may be required to insure, 
with respect to cross-servicing within and between Department of Defense 
military departments, that: 

a. The products or services produced or performed by the commercial 
and industrial facilities of one military department are made conven- 
ientiy available to other Department of Defense facilities : 

b. The commercial and industrial facilities of other Department of 
Defense and Federal agencies are utilized wherever such use will not 
decrease military effectiveness or result in a higher cost: 

c. Authority to negotiate and conclude cross-servicing agreements 
between Department of Defense agencies may be delegated to the heads 
of the facilities or commands directly involved, due regard being given 
to: 

(1) The desirability of maximum simplification ; 
(2) The need to integrate the local requirement with the over- 
all requirement of the military departments concerned. 

4. a. Secure the approval of the Assistant Secretary of Defense ( Prop- 
erties and Installations) prior to establishing or acquiring new, or expanding 
existing physical plants, used for the performance of commercial and in- 
dustrial-type operations. Requests for approval should be accompanied by: 

(1) A certification (a) that the proposed facility is in accord 
with the policy stated in reference (a), identifying the factor in 
Section III thereof which forms the basis for such certification, 
and (b) that the required needs cannot be effectively served by the 
existing facilities of all departments. 

(2) A justification including, but not limited to, information 
required by the applicable items contained in inclosure 2. 

b. Normal fluctuations in the level of operations carried on in existing 
physical plants performing commercial and industrial-type operations, 
as well as resumption of operation in plants previously inactivated for 
reasons other than compliance with references (a) and (b) or this 
Instruction (unless involving changes in physical plant in excess of the 
fiscal limit authorized to the Secretaries of the military departments) 
are excepted from this Instruction provided that reactivation of bak- 
eries, laundries, and dry cleaning plants will require approval by the 
Assistant Secretary of Defense (Properties and Installations) in accord- 
ance with current directive on the subject. However, in the case of 
such resumptions or reactivations, the criteria in references (a) and 
(b) and the guides set forth in this Instruction shall apply. 

5. Require a cost study of each facility’s operations to be made in ac- 
cordance with the provisions of inclosure 1 (Cost Principles for Use in De- 
termination of Product and Services Costs of Industrial and Commercial 
Facilities Owned and Operated by the Department of Defense) and included 
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as ap integral part of the review whenever the criterion contained in para 
graph III b of reference (a) is a pertinent factor in justifying the estab- 
lishment or continuation of an activity. When it can be demonstrated that 
costs will have no influence in the determination as to the continuation or 
establishment of Government-operated commercial and industrial facilities, 
the cost projection need not be made unless specifically required by a review 
ing authority. 

6. Require official analyses reports and determinations made thereon to 
be maintained as an official record at a central point, or points, within each 
military department and assure ready access to the complete reports to the 
offices of the Secretary of Defense. 


V. IMPLEMENTATION 


A. In view of the magnitude of this undertaking, the program may be imple 
mented progressively by selecting and defining facilities for review. The first 
increment shall consist of the continental United States facilities listed in En 
closure 3. It is not intended that this listing prevent any service from conduct 
ing reviews of other types of commercial and industria! facilities either within 
or outside the continental United States. 

B. Within thirty (30) days of the date of this Instruction, the military de 
partments shall prepare such implementation as they consider necessary witl 
copy to the Assistant Secretary of Defense (Supply and Logistics) Depart 
mental implementations will include: 

1. The designation of the authorities responsible for making the depart 
mental analyses and determinations; 

2. That the analyses and determinations of facilities will be completed 
as indicated in inclosure 3. 


VI, REPORTS 


A. Within forty-five (45) days of the date of this Instruction, each military 
department will have compiled and made available to the Assistant Secretary 
of Defense (Supply and Logistics) a list of commercial and industrial facilities, 
indicated in inclosure 3, owned and operated by its department, detailing by 
types of facilities: 

1. Name and address of facility: 

2. Name and address of command or organization to which facility is 
directly responsible ; 

3. Principal products or services produced or performed. 

B. Summary reports of each commercial-industrial-type facility analysis will 
be maintained as an official record at a central point within each respective mili- 
tary department. The subject matter to be included in the summary report is 
indicated in inclosure 2. 

C. Each military department will inform the Office of the Secretary of De- 
fense, in the report submitted in accordance with reference (c), which facilities 
have been discontinued or curtailed as a result of this program and policies con 
tained in references (a) and (b). 


D. Future Review Requirements 


1. Additional reviews of other facilities will be scheduled from time to 
time by the Assistant Secretary of Defense (Supply and Logistics) in coor 
dination with the military services and all interested staff agencies of the 
Office of the Secretary of Defense. 

2. It is not within the intent of this instruction to require on-site surveys 
(field visits) to all facilities encompassed by this program. Such surveys 
should be made only as necessary to ascertain facts required to enable sound 
review of a facility, and the application of all policy and criteria in refer- 
ences (a) and (b). 


VII, BEPORT CONTROL SYMBOL 


Report Control Symbol DD-S&L(OT) 296 has been assigned to the reporting 
requirement of paragraph VI A.; Report Control Symbol DD-S&L(AR)140 has 
been assigned to the other reporting requirements of this Instruction. 
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VIU,. EFFECTIVE DATE 


This instruction is effective immediately, and all previous instructions not con- 
sistent herewith are accordingly modified. 


C. S. THOMAS, 
issistant Secretary of Defense, 


(Supply and Logistics). 
Enclosures: (3). 


(4100.16 «Incl 1)—S Mar 54) 


Cost PRINCIPLES FOR USE IN DETERMINATION OF PRODUCT AND SERVICES COSTS OF 
INDUSTRIAL AND COMMERCIAL FACILITIES OWNED AND OPERATED BY THE DEPART- 
MENT OF DEFENSE 

I. PURPOSE 


It is the purpose of the following to furnish guidance for the military depart- 
ments in cost accounting methods to be employed to assist in formulation of 
decisions concerning cross-servicing, establishment or continuance of such facil- 
ities in or under the Department of Defense in accordance with Department of 
Defense Instruction No. 4100.16. The military departments are authorized to 
develop as required with the cooperation of the Office of the Secretary of Defense, 
more specific cost criteria applicable to the particular types of activity or opera- 
tion under study. 

II. BASIS OF REPORTING COSTS 


A. Reports of cost estimates, in terms of units of product or service, as well 
as aggregate amounts or elements of cost, are required to be made under pro- 
jected conditions. Actual cost data may be used in making such estimates only 
to the extent that this basic principle is observed. Such cost estimates should 
represent, therefore, estimated expected costs based on practical considerations 
of estimated operating programs of planned production in terms of labor, mate- 
rial and facilities requirements for units of product or services. 

B. To the extent feasible, cost estimates should be validated by actual cost 
records for the installation if it has been operated in the past, or by actual cost 
reports of a comparable installation if one exists—taking into consideration in 
either case the difference in workload and elements of costing as hereinafter 
outlined. 

C. When the cost studies being made are for the purpose of making decisions 
involving selection of one or more facilities among several of the same type for 
continuing use, or the closing of higher cost facilities, it may be desirable that 
the cost data of all facilities under study be susceptible of more or less detailed 
comparisons as well as be determined on an over-all comparable basis. There- 
fore, when cost data from two or more similar facilities are required for these 
purposes, more specific instructions on cost estimating than are provided in these 
instructions should be prepared. In general, it must be observed, difficulties of 
cost estimating, as well as basic differences in facilities or operating circum- 
stances, may make it impossible to obtain complete and fully accurate cost com- 
parability between similar facilities. 

D. Reports of cost estimates of a given installation or facility should show 
the aggregate cost for the planned production classified by direct labor, direct 
material and overhead for the projected period. Where overhead is estimated 
on a departmental or cost center basis, such departmental overhead cost esti- 
mates should be shown. Estimates of the aggregate and unit costs of product 
or products of the installation or facility should also be shown in the report of 
cost estimates; the sum of the estimated total costs of all products should be 
in agreement with the aggregate cost of labor, material and overhead for the 
total planned production. 


Ill. REVIEW AND CERTIFICATION OF COST DATA 


Cost data for each establishment prepared for the purposes stated above should 
be reviewed and certified as to reasonableness by the chief of the departmental 
audit agency after preparation by the establishment or operating agency con- 
cerned. 
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IV. DEFINITION OF COSI 


A. All elements of cost which are incurred by the Government in making a 
product or rendering a service at an industrial or commercial-type installation 
shall be included, whether or not those costs are borne by the activity or im- 
mediate department concerned or are normally considered in the cost accounting 
system employed in the activity. 

B. Where the activity is or is planned to be part of a larger installation which 
furnishes supervision or supporting services to it, the estimated costs of all such 
supervision and services shall be included in the cost estimates. On the other 
hand, the cost of services furnished or to be furnished by the industrial activity 
to other missions of the installation do not contribute to product costs, and should 
be excluded from cost estimates. Moreover, there shall also be excluded from 
the estimates, supporting administrative overhead costs of supervisory or staff 
offices at higher echelons outside the immediate location of the activity concerned. 

C. Cost estimates shall not include hypothetical costs, such as taxes (except 
to the extent payments are made in lieu of taxes), nor shall they include the 
element of profit, as would be required in order to match all the elements that 
may be found in price comparisons with similar private commercial operations. 


V. ELEMENTS OF COST 


Subject to the above over-all criteria for determining costs, the following 
elements shall be included. Failure to mention any specific item is not intended 
to imply that it shall not be included. 

A. Personnel Sevices 

1. Civilian personnel. Services performed by civilian personnel will be priced 
at the actual current rate of pay or estimated at an average rate per service 
grade. Such pay shall include a factor for leave computed in accordance with 
the principles prescribed in Department of Defense Directive No. 7410.1 dated 
11 February 1952. 

2. Military pay and allowances. Military personnel services shall be priced 
at the departments’ currently published standard military compensation rates. 
These rates have been prescribed for statistical costing of military services for 
work performed at industrial establishments financed by industrial funds and 
are available for application in all other areas for accumulation of cost esti- 
mates. 

3. Personnel services (whether civilian or military) wil! be classified as direct 
labor when the costs are incurred in performing work identifiable with a prod- 
uct. Labor costs should be estimated on the basis of the best available work 
measurement and performance data. While labor cost estimates for such factors 
as machine set-up, rework time, waiting, and other excess time should be treated 
in most cases as indirect costs, it will be permissible to include these factors 
as direct costs, if the cost estimating methods are not so refined. Supervision, 
maintenance and similar personnel services should be classified as indirect costs. 


B. Materials and Supplies 


1. Direct materials include all items purchased, supplied, manufactured or 
fabricated which enter directly into the end-product. Wherever feasible, esti- 
mates of material quantities required for production should be based on esti- 
mated or actual bills of material. In addition, proper consideration should be 
given to costs of reasonable material over-runs, spoilage and defective work. 
Such material estimates should be costed by applying the current replacement 
price to the quantity required as may be established by published service-wide 
catalogs or price lists or other available sources of current market prices. 
Freight, transportation and material handling costs shall be included, whether 
such costs are treated as direct or indirect. Additionally, a factor shall be added 
for the estimated expense of procurement, warehousing, or other elements of 
supply administration at depot level related to categories of material to be ac- 
quired from a stock fund of one of the departments or from appropriation pur- 
chase or other account. Government-furnished material received for assembly 
or fabrication shall be costed in the same manner as other materials. 

2. In calculating the total costs of materials, there shall be deducted all trade 
discounts, rebates, and other allowances. Deductions will be made from either 
material costs or aggregate costs for cash discounts or other credits including 
estimates for recovery or sale of production scrap. 
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3. Estimates of costs of indirect materials and supplies may be calculated by 
applying experience ratios to the cost of direct materials or by other methods in 
estimating indirect costs. 


C. Indirect Costs (Overhead) 


1. Indirect or overhead costs in industrial or commercial-type installations gen- 
erally fall into the following categories : 

a. Manufacturing or production expenses—i. e., indirect cost of production 
departments. 

b. General and administrative expenses—costs incurred in general man- 
agement and supervision of the installation as a whole. 

2. Budgets for indirect costs should be projected on the basis of the planned 
schedule of production. If varied products are to be produced indirect costs 
should be departmentalized and separate department overhead rates should be 
estimated. Where only one product is to be produced (or where all products are 
generally subject to the same processing) an over-all overhead rate for the plant 
will suffice for product costing purposes. The overhead rates may be applied 
to direct labor dollars or hours as preferred for cost allocation to the product. 

3. In the event of future changes in the planned volume of production, it would 
be advisable initially to segregate the fixed and variable overheads to the extent 
feasible, so that the basis for estimating different overhead rates for several 
production levels may be available for future estimates if needed. 

4. Some special items of overhead for inclusion are the following: 

a. Interest on invested capital. Interest on capital estimated to be normally 
invested in inventories and plant and equipment used in production of the end- 
product is to be included as a cost of operation. Such interest shall be com- 
puted at the current rate for long-term Treasury obligations. The rate used and 
the amounts of invested capital should be disclosed in the cost estimates. 

b. Depreciation. (1) Depreciation of plant and equipment—buildings and ma- 
chinery and equipment used in carrying on operations—shall be applied by 
formula to product or services as a part of overhead costs. The method of allo- 
‘ating depreciation should be one that aims to distribute fairly the cost of plant 
and equipment over its estimated useful life considering the factors of wear and 
tear and obsolescence, but not loss of property due to fire or other similar hazards. 
The straight-line method of depreciation is suggested for use for major property 
classes and not by individual items. The estimated useful lives and rates of 
depreciation indicated in Treasury Bulletin “F” may be used as a guide in esti- 
mating the cost of depreciation. However, such rates are not always reasonable 
in application in specific cases. The method and rates used should be explained 
in comments supporting the cost estimates. The basis for depreciation should 
be actual costs of the facilities, if available; otherwise in accordance with engi- 
neering advice. 

(2) No depreciations should be allocated to cost of product for excess plant 
and equipment when the amounts are significant. 

(3) If it is believed necessary to assume that activities already in existence 
might not be used for any other purpose in the event of procurement of the goods 
or services from private industry, and the expenses of such activities would go on 
in any event, a separate statement shall be included with the report setting forth 
the possibilities regarding alternative uses of the activities with cost estimates 
showing the amount and nature of fixed charges which are recommended for 
exclusion from the cost estimates. Consideration will then be given by higher 
authority to the elimination of such fixed charges for price comparison purposes 
consistent with the theory of “sunk” costs in private business, i. e., all fixed costs 
which result from the maintenance of an organization are not necessarily an 
element of cost applicable to a particular product in the formulation of a price. 

ce. Utility services. Utility services such as communication, power, gas and 
water, whether or not to be paid directly by the industrial facility, should be 
costed based on estimates prepared by departmental engineering or other services. 
Usage should be estimated and predetermined rates established to be applied to 
estimates of labor or machine-time, space occupied or other appropriate factors. 

d. Maintenance and repairs (including protective services). (1) Operating 
costs should include cost estimates of maintenance and repairs and protective 
services for buildings and structures, grounds and equipment. Generally ac- 
cepted accounting principles should be followed in distinguishing between a capi- 
tal charge and operating expenses. Thus, all additions and replacements to 
property will be treated as a capital charge and, therefore, will be included in 
cost estimates only to the extent of depreciation charges. Costs of maintenance 
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and repairs may be computed at an annual rate per square foot for the type of 
plant and equipment in accordance with engineering advice 

(2) If desired, occupancy rates equivalent to rentals, may be computed and 
used in cost estimating to include all maintenance and repairs, depreciation on 
buildings, protective services and utilities. This is especially appropriate where 
only a portion of a building is occupied by the activity. 

e. Government's contribution to Civil Service Retirement and Disability Funds 
Cost estimates should include contributions to the Civil Service Retirement 
System. There are two elements in the annual contribution—the first being 
amortization of past-service liability over a time period which may be changed 
every five years according to policy; the second element is normal support of the 
plan plus interest on the unamortized portion. The current normal support 
based on 1953 appropriations amounts to 2.78% of Government payrolls. An 
approximate rate of 3% on civilian personnel services is recommended for use 
in estimates of costs of product. 

f. Injuries and damages paid through the U. 8S. Employees Compensation 
Commission. (1) Cost of compensation to employees shall be estimated based 
on previous years’ disability and death experience. Accident experience data 
(including total costs and cost per employee) are reported annually by the 
Bureau of Employees Compensation, Department of Labor, for each Federal 
department and agency. For the Department of Defense the data for the Army 
are reported in total only; for the other military departments data are shown 
by bureau or command and for selected specific installations. 

(2) The estimates shall include compensation plus cost of medical services 
(generally furnished by Public Health dispensaries) but shall exclude leave 
cost. Since casualties fluctuate considerably from year to year, the estimate 
shall be based on the average experience of the most recent four years reported 
for the particular installation, bureau or command or department. 

g. Insurance. (1) Operating costs should include an estimate for insurance 
for the purpose of arriving at an allocable charge for replacement or repair of 
plant, equipment and inventories damaged or destroyed by fire or other hazards, 
It is not intended that costly independent appraisals of insurable values should 
be obtained. Based on engineering advice, a percentage factor should be applied 
to cost of insurable assets to arrive at approximate replacement costs. Annual 
premium rates prescribed by each department for the various types of buildings 
and contents may then be applied to the amount of coverage. 

(2) In addition to estimates for the equivalent of fire insurance, costs equal to 
premiums for public liability compensation for bodily injury and property dam- 
age should be estimated at payroll rates prescribed by each department in accord- 
ance with advice of Government insurance experts and lawyers pursuant to the 
Federal Torts Claims Act. 

h. Property and other taves. (1) If and when Government installations are 
subject to property or other taxes under State and local laws product costs should 
include an estimate for such payments. Advice of the legal sections of the 
military departments should be cbtained in each case. 

(2) Include in cost estimates the Federal Government's share of social secu- 
rity taxes applicable to civilian employees covered thereunder. 


(4100.16 (Inel 2)—S Mar 54) 


SUBJECT MATTER TO BE INCLUDED IN THE SUMMARY REPORTS OF ANALYSIS OF THE 
DEPARTMENT OF DEFENSE COMMERCIAL AND INDUSTRIAL FACILITIES (REPORT 
ContTrot SyMBoL DD-S&L(AR)140) 


Type of Facility 
Name and address of facility 
Name and address of organization to which facility is directly responsible 
Projected period covered for analysis purpose 
Principal products or services to be produced or performed 
Indicate whether: Government-owned and Government-operated 
Leased from private enterprise and Government-operated 
7. Personnel to be engaged: Monthly Average Number—Military 
Civilian 
Total 


GI 9 NO pH 


8. Method of financing: a. Appropriated funds 
b. Working capital funds (specify) 
e. Other 
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13. 


14. 


. Value of facility and plant equipment 


Indicate : 
a. Optimum capacity 
b. Estimated percentage of utilization of optimum capacity 


. 2. Has the feasibility of cross-servicing with other similar Federal facilities 


been investigated ? 
b. If yes, indicate the similar Federal facility considered : 


Name and address Miles away Comparative size 


a. Has the feasibility of obtaining the product(s) or service(s) from similar 
Government-owned and privately operated or privately owned and 
operated facilities been investigated ? 

b. If yes, indicate the private facilities considered : 


Name and address Miles away 


Cost data (This portion will be filled out when criterion in paragraph III-b 
of DOD Directive 4100.15 is used as a justifying factor or whenever 
requested by a reviewing authority) 

a. Total estimated cost of product or service for projected period. Include 
supporting cost statement showing details of projected cost estimate and 
comparison with historical costs, if feasible, in accordance with the 
principles outlined in Inclosure 1 of DOD Instruction No. 4100.16. 

b. Unit costs: 


Subject Price Obtained from 
Name of DOD Facility * Similar Private Facil- 
Product or Service Unit Cost Estimate ity (ies) 


c. * Name and address of similar privately-owned and operated facility (ies) 
from whom prices obtained. 

Action to be taken—indicate whether: 

a. Facility discontinue operation on 


Se ee atk hh ec tcc icc cnenaw 
(Name of activity) 

b. Facility continue at current operating level 

e. Facility continue on modified level as follows: 


d. Facility continue at increased level of operation as follows: 


15. Justification for the action indicated in Item 14 above. 
16. Date of submission of previous analysis. 


(4100.16 (Incl. 3)—S Mar 54) 


First INCREMENT OF COMMERCIAL AND INDUSTRIAL FACILITIES To BE REVIEWED 


(CONTINENTAL UNITED STATES) 


Facilities for which departmental analyses and determinations will be com- 


pleted within one hundred and fifty (150) days from the date of this Instruction: 


Aluminum Smelting or Sweating Facilities are defined as those facilities 
which are engaged in the process(es) of reducing aluminum scrap into 
ingots. It does not include a foundry which is a part of an integrated facil- 
ity and which reclaims aluminum scrap primarily for use in its own oper- 
ations. 

Scrap Metal Baling is that process whereby light metal scrap such as 
sheet metal scrap, clippings, skeleton scrap, etc., is compressed by either a 
portable or stationary press into convenient sizes for sale. 

Clothing Factory and Cloth Sponging Plant—these are defined as the Army 
Clothing Factory and Marine Corps Clothing Factory at Philadelphia, Pa. 

Coffee Roasting Plant is a plant capable of roasting, blending, and packag- 
ing coffee in accordance with military specifications for issue to an as- 
signed area. 

Motion Picture Studios are defined as studios operated for the purpose of 
producing motion picture films. 

Paint Factory is a facility similar to the Navy’s paint manufacturing facil- 
ities at Norfolk and Mare Island Naval Shipyards which manufacture paint 
from raw materials for issne in the supply system. 
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Rope Walk is the Navy’s facility at Boston Naval Shipyard which manu 
factures fiber cordage for issue in the supply system. 

Sawmiils are facilities which are operated in conjunction with a logging 
operation. Sawmills take timber from the logging operation and saw logs 
into rough or finished lumber. Sawmills exclude the operations carried on 
in a typical carpenter or other woodworking facility which is a part of an 
integrated activity and is concerned with processing rough or finished lum- 
ber in support of the activity’s mission. 

Facilities for which departmental analyses and determinations will be com- 
pleted within one year from the date of this Instruction : 

Bakery—a centrally-located bake shop, not a part of the galley or kitchen 
of a general mess, which supplies bread and pastries to: 

a. Messes for consumption, or 
b. Commissaries for distribution to messes, or 
c. For resale to service personnel as individuals. 

Clothing Reclamation Shop is a facility which receives a miscellaneous 
assortment of used and/or issued clothing and inspects, sorts, counts, cleans, 
washes, renovates, patches, mends, repairs, packages, and repacks this cloth- 
ing for further issue to the service-wide supply system. 

Furniture Repair Shops are those facilities operated for the purpose of 
repairing, mending, refinishing or otherwise rehabilitating furniture for 
issue to the service-wide supply system. 

Ice Cream Manufacturing Plant—a facility which manufactures ice 
cream fur messes for consumption or for commissaries for issue to messes 
or sale to military personnel as individuals. Excepted is the occasional ice 
cream made in organized messes with equipment normally furnished to 
galleys or kitchens. 

Laundries and/or Dry Cleaning Plants are defined as those fixed-type 
facilities which are operated for the purpose of washing, steaming or other- 
wise cleaning textile products similar to services performed by commercial 
facilities for the general public. 
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Exureit 5 
Number 4100.17 
Date: 28 June 1954 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Second Increment of Commercial and Industrial-Type Facilities to be 
Reviewed under Provisions of Department of Defense Instruction 4100.16 
(DD-S&L(AR)140, DD-S&L(OT)361) 

Reference: (a) Department of Defense Instruction 4100.16 

Inclosure: (1) Second Increment of Commercial and Industrial-Type Facilities 

to Be Reviewed 


I. PURPOSE 


This Instruction promulgates the second increment of commercial and in 
dustrial-type facilities which will be reviewed under the provisions of the Depart- 
ment of Defense program outlined in reference (a). 


Il. IMPLEMENTATION 


A. The second increment of commercial and industrial-type facilities to be re- 
viewed shail consist of continental United States facilities listed in Inclosure 1 
hereto. All instructions, except paragraphs V—B, VI—A and VII contained in 
reference (a) are applicable to the second increment. 

B. Within 30 days of the date of this Instruction, the military departments 
shall prepare such implementation relative to the second increment as they con-' 
sider necessary, with a copy to the Assistant Secretary of Defense (Supply and 
Logistics). The departmental implementations will include: 

1. The designation of authorities responsible for making the departmental 
analyses and determinations. 

2. That the analyses and determination of facilities will be completed as 
indicated in Inclosure 1 hereto. 
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Ill, REPORTS 


A. Within 45 days of the date of this Instruction, each military department 
will have compiled and made available to the Assistant Secretary of Defense 
(Supply and Logistics) a list of commercial and industrial-type facilities, indi- 
cated in Inclosure 1 hereto, owned and operated by its department, detailing by 
types of facilities : 

1. Name and address of facility; 

2. Name and address of command or organization to which facility is 
directly responsible ; 

3. Principal products or services produced or performed. 


IV. REPORT CONTROL SYMBOL 


Report Control Symbol DD-S&L(OT)361 has been assigned to the reporting 
requirements of paragraph III above. Report Control Symbol DD-S&L( AR) 140 
has been assigned to other reporting requirements of this Instruction in conjune- 
tion with reference (a). 


V. EFFECTIVE DATE 


This Instruction is effective immediately. 
c. ©. CIkE, 
issistant Secretary of Defense 
(Supply and Logistics) 
Inclosure (1) 


(4100.17 (Incl. 1)—28 June 54) 


SECOND INCREMENT OF COMMERCIAL AND INDUSTRIAL Facruities To BE REVIEWED 
(CONTINENTAL UNITED STATES) 





Facilities for which departmental analyses and determinations will be com- 
pleted within one hundred and fifty (150) days from the date of this Instruction: 
Chain Manufacturing—Is defined as the Navy’s facility at the Boston 
Naval Shipyard which manufactures chain for issue in the supply system. 
Facilities for which departmental analyses and determinations will be com- 
pleted within one year from the date of this Instruction: 

Acetylene Manufacturing—A facility composed of a generating and collect- 
ing unit capable of producing acetylene at a rate of more than 500 cubic 
feet per hour. 

Automotive Repair Shops—Are defined as those facilities engaged in the 
repair and/overhaul of internal combustion commercial-type automobiles and 
trucks including repair of either specific components or all portions of such 
automotive equipment, excluding running maintenance and minor repair of 
automotive components incident to the preservation of material in storage 
or for shipment or maintenance as performed by installation motor pools. 
(In connection with the definition for automotive repair shops, the services 
may further define the terms “running maintenance and minor repair” to 





bring them into conformance with the terminology common to their respective 
service, giving full consideration to the intent of the above definition.) 
Cafes and Restaurants—A place where meals or refreshments are served 
to personnel authorized by military regulation to receive such service, except ; 
messes and non-appropriated fund activities. . 
Caustic Soda Manufacturing—Is defined as the processing of ingredients ; 


to produce caustic soda. 

Cement Mixing Plants—Are defined as concrete batching and/or mixing 
facilities engaged in the mixing of ingredients which form concrete used in 
construction, excluding portable or transit mixers of less than three yards 
capacity. 

Chlorine Manufacturing—A facility composed of a generating and collect- 
ing unit used to produce chlorine. 

Cobbler Shops—A facility operated with appropriated funds which per- 
forms general footwear repair services for organizational and individual 
footwear. 

Ice Plants—Are defined as facilities primarily designed for and engaged 
in the fabrication of commercial size ice blocks excluding automatic ma- 
chines which produce ice shavings or cubes. 
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Office Equipment Repair Shops—aA facility engaged in the repair, recon 
ditioning, cleaning, or parts replacement of typewriter, calculating, tabu 
lating, duplicating, bookkeeping and other office labor saving devices 

Ozygen and Nitrogen Manufacturing—A facility composed of a generating 
and collecting unit used to produce nitrogen and/or oxygen. 

Power Line Construction—A facility or activity maintained for the sole 
purpose of constructing overhead or underground electric power transmis 
sion and distribution lines. 

Power Plants—Are defined as facilities engaged in the generating of elec 
tricity as a prime source of power of an establishment, excluding standby 
emergency plants. 

Tire Retreading Activities—Those facilities operated for the purpose of re- 
treading tires. 

Tree and Garden Nurseries—An indoor or outdoor area where trees, shrubs, 
or flowers are produced or held for transplanting, excluding nurseries oper 
ated in connection with morale, welfare, and rehabilitation activities. 

Wood Preservation—Fixed type facilities operated for the purpose of im 
pregnating, by pressure, commercial timbers with preparations designed to 
increase resistance to rot, fire, and insects. 

Argon Manufacturing—A facility composed of a generating and collecting 
unit used to produce argon. 

Freon Manufacturing—A facility composed of a generating and collecting 
unit used to produce freon. 


Exurnit 6 
Number 4100.18 
Date: 13 October 1954 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Third Increment of Commercial and Industrial-Type Facilities 
to be Reviewed under Department of Defense Instruction 4100.16 (DD 
S&L(AR) 140), (DD-S&L(OT)393) 

Reference: (a) Department of Defense Instruction 4100.16, 8 March 1954 

Inclosure: (1) Third Increment of Commercial and Industrial-Type Facilities 

to be Reviewed 


1, PURPOSE 


This Instruction promulgates the third increment of commercial and indus 
trial-type facilities which will be reviewed under the Department of Defense 
program outlined in reference (a). 


Il, IMPLEMENTATION 


A. The third increment of commercial and industrial-type facilities to be re- 
viewed shall consist of continental United States facilities listed in Inclosure 1 
hereto. Al! instructions, except paragraphs V-B, VI-A and VII contained in 
reference (a) are applicable to the third increment. 

B. Within 30 days of the date of this Instruction, the military departments 
shall prepare such implementation relative to the third increment as they con- 
sider necessary, with a copy to the Assistant Secretary of Defense (Supply and 
Logistics). The departmental implementations will include: 

1. The designation of authorities responsible for making the departmental 
analyses and determinations. 

2. That the analyses and determinations of facilities will be completed 
as indicated in Inclosure 1 hereto. 


III. REPORTS 


A. Within 45 days of the date of this Instruction, each military department 
will have compiled and made available to the Assistant Secretary of Defense 
(Supply and Logistics) a list of commercial and industrial-type facilities, indi- 
cated in Inclosure 1 hereto, owned and operated by its department, detailing 
by types of facilities: 

1. Name and address of facility; 
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2 Name and address of command or organization to which facility is 
directly responsible ; 


» 


3. Principal products or services produced or performed 
IV. REPORT CONTROL SYMBOI 


Report Control Symbol DD-S&L(OT)393 has been assigned to the reporting 
requirements of paragraph III above. Report Control Symbol DD-S&L(AR) 140 
has been assigned to other reporting requirements of this Instruction in connec- 
tion with reference (a). 

V. EFFECTIVE DATE 


This directive is effective immediately. 
Inclosure (1). 
T. P. PIR, 
issistant Secretary of Defense 
(Supply & Logistics). 


(4100.18 (Inel 1)—13 Oct 54) 


Tuirp INCREMENT OF COMMERCIAL AND INDUSTRIAL FACILITIES TO BE REVIEWED 
(CONTINENTAL UNITED STATES ) 


FACILITIES FOR WHICH DEPARTMENTAL ANALYSES AND DETERMINATIONS WILL BE 
COMPLETED NOT LATER THAN 30 JUNE 1955 


Vanufacturing Facilities 

Marking Devices are detined as facilities engaged in the repetitive manufacture 
of marking ink and/or any of the following marking devices: Branding irons, 
rubber and metal dies, seals, hand stamps, letters, and figures for use in painting 
or marking. (Manufacturing of marking ink and devices in printing plants 
anthorized by the Joint Congressional Committee on Printing is excluded. ) 

Laboratory, Scientific and Engineering Instruments (except surgical, medical 
and dental) are defined as facilities engaged in the repetitive manufacture of 
standard type laboratory, scientific and engineering instruments, such as nautical, 
navigational, aeronautical, surveying, drafting, mathematical instruments and 
instruments for laboratory work and scientific research. Also included in the 
definition is the manufacturing of mechanical instruments for indicating, record- 
ing, measuring and controlling temperature, pressure, mechanical motion, rota- 
tion, flow, liquid level, humidity, density, acidity, alkalinity and combustion ; dial 
pressure gauges, physical property testing apparatus, such as hardness, tension, 
compression, torsion, ductility and elasticity testing apparatus, and instruments 
for household and office use, such as thermometers, barometers, and rain gauges. 
(Manufacturing in the sense of pilot runs or as a stage in research and develop- 
ment of experimental small lots is excluded. ) 

Optical Instruments and Lenses are defined as facilities engaged in the repeti- 
tive grinding of optical lenses and prisms, and manufacturing microscopes, tele- 
scopes, field and opera glases and related optical instruments, such as refractom- 
eters, spectrometers, spectroscopes, colorimeters, polariscopes, and optical meas- 
uring instruments. (Excluded from this definition are activities which manu- 
facture eyeglass lenses, frames, or fittings, and those activities engaged in manu- 
facturing sighting and fire control instruments but not engaged in manufacturing 
optical components.) (Manufacturing in the sense of pilot runs or as a stage 
in research and development of experimental small lots is excluded. ) 

Ophthalmic Goods are defined as facilities engaged in grinding ophthalmic 
lenses and in manufacturing other ophthalmic goods such as eyeglass frames or 
fittings. 

Watches, Clocks and Parts are defined as facilities engaged in manufacturing 
and/or assembling clocks (including electric), watches, and clock and watch 
parts. (Manufacturing in the sense of pilot runs or as a stage in research and 
development of experimental small lots is excluded. ) 

Surgical and Medical Instruments and Supplies are defined as facilities 
engaged in manufacturing surgical, veterinary, orthopedic and other medical 
instruments and supplies, such as surgical gut strings, hospital and surgical 
sterilizers, artificial limbs, fracture appliances, elastic hosiery, arch supports, 
and other foot appliances, abdominal supporters, braces and trusses, bandages, 
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surgical gauze and dressings, adhesive tapes and medicated plasters and per- 
sonal safety appliances and supplies. (Manufacturing in the sense of pilot runs 
or as a stage in research and development of experimental! small lots is excluded.) 

Dental Equipment and Supplies are defined as those facilities engaged in manu- 
facturing dental instruments, mechanical devices, and other equipment and 
supplies for use by dentists. (Manufacturing in the sense of pilot runs or as a 
stage in research and development of experimental small lots is excluded.) 

Photographic Equipment and Supplies are defined as facilities engaged in the 
repetitive manufacture of photographic apparatus, equipment and supplies. 
Important products of this type facility include apparatus such as still cameras, 
motion picture cameras, projection apparatus, photography and microfilm ma- 
chines, equipment such as plate and film holders, tripods, film reels, developing 
tanks, and machines, enlargers, and motion picture screens and supplies such as 
sensitized film, paper, and plates and prepared developers, fixers and toners. 
(Manufacturing in the sense of pilot runs or as a stage in research and develop- 
ment of experimental small lots is excluded.) 


FACILITIES FOR WHICH DEPARTMENTAL ANALYSES AND DETERMINATIONS WILL BE 
COMPLETED WITHIN ONE YEAR FROM THE DATE OF THIS INSTRUCTION 
Service and Repair Facilities 

Watch, Clock and Jewelry Repair Shops are defined as activities engaged in 
the repair of watches, clocks or jewelry for return to and issue by the service-wide 
supply system. 

Plastic Laminating Operations are defined as the plastic lamination of iden- 
tification and similar cards performed by military installations in the District 
of Columbia; Arlington County, Virginia; and the City of Alexandria, Virginia. 
This operation entails the placing of the paper card between two sheets of plastic 
material and then applying heat and pressure by means of a suitable press to 


bond the sandwich of plastic and paper card together. (The preparation of the 
card itself is excluded from this definition.) 


EXHIBIT 7 
Number 4100.19 
Date: February 3, 1955 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Inventory of Commercial and Industrial Type Manufacturing Facili- 
ties (DD-S&L(OT) 431) 
Reference: a. Bureau of the Budget Standard Industrial Classification Manual, 
Volume 1 
Inclosures : 
1. List of Commercial and Industrial type Manufacturing Facilities to be 
Inventoried 
2. Inventory Report of Commercial and Industrial type Manufacturing Fa- 
cilities Owned (including leased) and Operated by the Military 
3. Instructions for the Inventory Report of Commercial and Industrial type 
Manufacturing Facilities 


I, PURPOSE 


The purpose of this Instruction is to obtain an inventory of certain Commer- 
cial and Industrial type manufacturing facilities owned (including leased) and 
operated by the Department of Defense that provide products for its own use. 
This inventory is a reporting requirement of the Bureau of the Budget and will 
be used to develop future increments of facilities to be analyzed under the De- 
partment of Defense program for review of Commercial and Industrial type 
facilities. 

Il. DEFINITIONS 


As used in this Instruction, the following terms are defined : 

A. Facility is defined as an entire activity (installation or establishment) ; 
segment of an activity, or function performed by a segment of an activity, 
which produces products. 

B. Manufacturing is defined as the repetitive production of a specific prod- 
uct or products. 
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C. Repetitive is defined as a regular and continuous scheduled production 
of a product or products. Normally, a backlog of orders will be maintained 
for repetitive manufacture. 

DD. Integral Manufacturing Facilities are defined as components of an 
installation which have functions of a manufacturing character and partici- 
pate directly in the accomplishment of the installation’s basic mission. 

BE. Supportive Manufacturing Facilities are defined as components of an 
installation having functions of a manufacturing character which do not 
participate directly in the accomplishment of the installation’s basic mission. 
This includes facilities which support the integral facilities as defined above. 

F. Pilot Run is defined as the production of products in order to develop 
production processes for larger scale operations and/or the manufacture of 
small lots as a stage in research and development of experimental products. 


Iil, SCOPE AND APPLICABILITY 


The provisions of the Instruction apply to all Commercial and Industrial type 
manufacturing facilities as defined in Inclosure 1 hereto located within the 
Continental United States and the Territories of Alaska and Hawaii which were 
in operation during any part of fiscal years 1954 or 1955, exclusive of: 

A. Those that are an organic part of an authorized combat unit which is 
designed to be deployed to a zone of action. 

B. Any activity in any one location which involves an equipment invest- 
ment of less than $5,000 and a product with approximate annual value of 
less than $25,000 in terms of direct labor and materials. 

©. Manufacturing of products in the sense of pilot runs. 

D. Work other than repetitive manufacturing as defined in paragraph II 
B and C above. 

E. Shops engaged exclusively in repair work; however, Industry 3731, 
“Shipbuilding and Repairing” will be included in the inventory. 

F. Commissaries, post exchanges and non-appropriated fund facilities. 


IV. IMPLEMENTATION 


Each military department will: 

A. Conduct an inventory of the Commercial and Industrial type manu- 
facturing facilities listed in Inclosure 1. 

B. Submit to the Assistant Secretary of Defense (Supply and Logistics) 
on or before 15 May 1955, two copies of the inventory report in columnar 
format as suggested in Inciosure 2. Instructions for the inventory report 
are contained in Inclosure 38. 

C. Within thirty (30) days of the date of this Instruction prepare such 
implementation as they consider necessary with a copy to the Assistant Sec- 
retary of Defense (Supply and Logistics). Departmental implementing 
instructions may make minor modifications in the wording of Inclosures 1 
and 3, as required, to insure a more complete coverage of this Inventory. 


Vv. REPORT CONTROL SYMBOL 


Report Control Symbol DD-S&L(OT) 431 has been assigned to reporting 
requirements of Paragraph IV above. 


VI. EFFECTIVE DATE 
This Instruction is effective immediately. 
R. C. LANPHIER, Jr., 
Deputy Assistant Secretary of Defense 


(Supply and Logistics). 
Inclosures (3). 





(4100.19 (Incl 1)—Feb 3, 55) 


List OF COMMERCIAL AND INDUSTRIAL TYPE FACILITIES (MANUFACTURING) TO RE 
INVENTORIED 


Below listed are the Commercial and Industrial type facilities (manufacturing) 
to be inventoried in accordance with the provisions of this Instruction. (The be- 
low list excludes printing and types of Commercial and Industrial Manufacturing 
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Facilities inventoried in accordance with Department of Defense Instructions 
4100.16, 4100.17, and 4100.18.) The facilities are listed herein in the order that 
they appear in Reference (a) together with their appropriate four-digit industry 
number. 


1911 Guns, howitzers, mortars, and related equipment 

Establishments engaged in manufacturing naval, aircraft, antiaircraft, tank, 
coast, and field artillery, including mortars, having a bore 20 mm. and over (or 
over .60 caliber), and components such as gun turrets, mounts, carriages, and 
limbers; and turret and mount parts. Manufacturing of small arms and parts 
(under 20 mm. or .60 caliber and under) is classified in definition 1951. 


1921 Artillery ammunition: 

Establishments engaged in manufacturing ammunition 20 mm. and over (or 
over .60 caliber) for naval, aircraft, antiaircraft, tank, coast, and field artillery, 
including component parts (cartridge cases, machined projectile forgings, fuses, 
boosters, ete.). Manufacturing of small arms ammunition is classified in defini 
tion 1961, and explosives in definition 2826. 

1922 Ammunition loading and assembling: 


Establishments engaged in loading and assembling ammunition 20 mm. and 
over, or over .60 caliber (bag, shell, and bomb loading plants) 
1929 Ammunition, not elsewhere classified: 

Establishments engaged in manufacturing ammunition, not elsewhere defined 
in this inclosure including bombs, mines, torpedoes, grenades, depth charges, and 
chemical-warfare projectiles and their component parts; Establishments engaged 
in manufacturing military pyrotechnics are classified in definition 3985. 

1931 Tanks and tank components: 

Establishments engaged in manufacturing or assembling complete tanks, in 
cluding amphibian tanks, and tank components. Manufacturing of tank engines 
is Classified in definition 3519. 

1941 Sighting and fire-control equipment: 

Establishments engaged in manufacturing sighting and fire-control equipment. 
Important products of this industry include bomb sights, gun-data computers, per- 
centage correctors, wind correctors, directors, and sound locators. (The manu- 
facturing of optical lenses and prisms is excluded from this deiinition.) 

1951 Smallarms: 

Establishments engaged in manufacturing small firearms having a bore under 
20 mm. (caliber .60 and under). Important products of this industry include 
machine guns and other automatic arms, rifles, carbines, pistons, revolvers, shot- 
guns, pyrotechnic pistols, and projectors, machine gun mounts, and parts for 
small firearms. Manufacturing of artillery and mortars having a bore of 20 
mm. or over (or over .60 caliber), and component parts, is classified in definition 
1911. 


1961 Smallarms ammunition: 

Establishments engaged in manufacturing ammunition for small arms having 
a bore under 20 mm. (caliber .60 and under). 
1999 Ordnance and accessories, not elsewhere defined in this Inclosure: 


Establishments engaged in manufacturing torpedo tubes, Y-guns, flame 
throwers, and other ordnance and accessories not elsewhere defined in this 
Inclosure. 


22391 Curtains and draperies: 
Establishments engaged in manufacturing curtains and draperies. 
2393 Teaxtile bags: 


Establishments engaged in manufacturing cotton, burlap, and other textile 
bags. 


2394 Canvas products: 


Establishments engaged in manufacturing awnings, tents, sails, canvas covers, 
tarpaulins, and canopies. 
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2299 Fabricated textile products, not elsewhere defined in this list: 


Establishments engaged in manufacturing fabricated textile products, not 
elsewhere defined in this list, such as automobile seat covers, banners, flags, and 


pennants. (The manufacture and repair of clothing is excluded from this 
definition. ) 


2431 Millwork plants: 


Establishments engaged in manufacturing sash, windows, doors, window and 
door frames, blinds, mantels, panel work, porch work, stairways, and similar 
fabricated millwork. Manufacturing of prefabricated tanks and vats, and also 
planing mills engaged in producing millwork is included in this industry. Mill- 
work plants exclude the operation carried on in a carpenter shop or other wood- 
working facility which is a part of an integral activity and is concerned with 
repair or replacement of portions of millwork incident to Maintenance in support 
of the activity’s mission. 


2433 Prefabricated wooden buildings and structural members: 


Establishments engaged in manufacturing prefabricated wooden buildings, or 
in producing laminated or fabricated trusses, arches, and other structural mem- 
bers of lumber. This manufacture excludes fabrication by carpenter shop of 
necessary members for replacement or repair incident to maintenance of existing 
structural members. 


2444 Wooden containers (except cigar bores): 


Establishments engaged in manufacturing wooden boxes (nailed or wirebound, 
plain or fabric covered), opened and sheathed crates, cases, flat and box-type 
pallets, wooden shipping drums, and carrier trays. Manufacturing of box shooks 
and wooden trunk slats, is also included in this industry. 


2493 Mirror frames and picture frames: 

Establishments engaged in manufacturing finished picture-frame moldings; in 
manufacturing frames for mirrors, pictures, photographs, and medallions; and 
in framing pictures. This manufacture excludes framing or mounting by car- 
penter shop of mirrors, charts, plans, photographs, etc., in support of the activity’s 
mission. 

2499 Wood products: 


Establishments engaged in turning and shaping wood and manufacturing mis- 
cellaneous wood products, such as wooden abacuses, bakers’ wooden equipment, 
carvings, Clothespins, cloth-winding reels, dishes and other household and kitchen 
woodenware, flagpoles, wood-flour, furniture turnings, wooden handles, garment 
hangers, ladders, letters, marquetry, oars, potato mashers, rolling pins, scaffolds, 
stepladders, tailors’ pressing blocks, toilet seats, toothpicks, trays, inlaid veneer 
work, and washboards (wooden and part wooden). This manufacture excludes 


fabrication by carpenter shop of such items incident to maintenance support of 
the activity’s mission. 


2512 Wooden household furniture, upholstered: 


Establishments engaged in manufacturing upholstered furniture on wood 
frames, or manufacturing wood frames for upholstered furniture. This manuv- 
facture excludes the fabrication, repair or replacement of members of wood 
frames for upholstered furniture. 


2514 Metal household furniture: 

Ustablishments engaged in manufacturing metal household furniture of a type 
commonly used in dwellings, whether padded, upholstered or plain. 
2515 Mattresses and bedsprings: 

Establishments engaged in manufacturing mattresses (including foam-rubber 
and box-spring mattreses) ; assembled wire springs (fabric, coil, or box) for use 
on beds, couches, and cots ; and spring cushions. 

2521 Wood office furniture: 


Establishments engaged in manufacturing wood office furniture, whether pad- 
ded, upholstered, or plain. This manufacture excludes the fabrication, repair 
or replacement members of wood office furniture by the carpenter shop. 


2522 Metal office furniture: 


Establishments engaged in manufacturing metal office furniture, whether pad- 
ded, upholstered, or plain. 
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2541. Partitions, shelving, lockers, and office and store fixtures: 


Establishments engaged in manufacturing from wood, metal, or other ma- 
terials, prefabricated partitions, shelving, cabinets, show and display cases, 
office and store fixtures, and related fabricated products including bar fixtures, 
telephone booths, butchers’ fixtures, lockers, display racks and stands, and store 
and lunchroom windowbacks. This manufacture excludes the operation carried 
on in a carpenter or sheet metal shop which is a part of an integral activity and 
is concerned with repair, replacement, or minor installation in support of the 
activity’s mission. 


2561 Window and door screens and weather strip: 


Establishments engaged in manufacturing window and door screens and 
weather strip, regardless of the materials used. This manufacture excludes the 
fabrication by carpenter shop of screens and weather stripping incident to 
maintenance necessary for replacement, repair or minor installation in support 
of the activity’s mission. 


2563 Venetian blinds: 
Establishments engaged in manufacturing Venetian biinds, regardless of the 


materials used. Manufacturing porch shades (except canvas shades and awn- 
ings) is also included in this industry. 


2599 Furniture and fixtures, not elsewhere defined in this inclosure: 


2671 Paperboard bores: folding and set-up 


Establishments engaged in manufacturing paperboard containers or boxes from 
purchased paperboard or fiberboard stock. Important products of this industry 
include folding paper boxes, set-up boxes ; corrugated and solid fiber-board boxes ; 
decorated, lithographed, lacquered, and fancy covered paperboard boxes; ciga- 
rette and confectionery boxes. 


2811 Sulfuric acid: 


Establishments engaged in manufacturing sulfuric acid by the contact or 
chamber process. 


2819 Industrial inorganic chemicals not elsewhere defined in this inclosure: 


Establishments engaged in manufacturing industrial inorganic chemicals not 
elsewhere defined in this inclosure. Important products of this industry include 
inorganic acids such as boric, hydrochloric, hydrofluoric, nitric, and phosphoric; 
inorganic salts of sodium, potassium, aluminum, calcium, chromium, magnesium, 
mercury, nickel, silver, and tin; inorganic compounds such as alums, calcium 
carbide, sodium silicate, ammonium compounds, and anhydrous ammonia; ferti- 
lizer materials such as muriate arid sulfate of potash; and elemental bromine 
and iodine. (This definition excludes manufacturing of sulfurie acid, alkalies 
and chlorine, inorganic paint pigments, and medicinal grade of inorganic chemi- 
cals.) 

2826 Explosives: 

istablishments engaged in manufacturing explosives such as sporting powder, 
blasting powder, high explosives, nitrated carbohydrates, safety fuses, and blast- 
ing and detonating caps. (The manufacturing of ammunition is excluded.) 


2886 Grease and tallow: 


Establishments engaged in rendering inedible grease and tallow from animal 
fat, bones, and meat scraps. (The manufacturing of lard and other edible animal 
fats are excluded from this definition.) 


2896 Compressed and liquified gases: 


Establishments engaged in manufacturing gases in compressed, liquid, and solid 
form, such as carbon dioxide (dry ice), helium, nitrous oxide, and refrigerant 
gases. (The manufacture of chlorine, oxygen, nitrogen, acetylene, argon and 
freon are excluded from this definition. ) 


3099 Rubber Industries: 


Establishments engaged in manufacturing industrial and mechanical rubber 
goods, rubberized fabrics and vulcanized rubber clothing, and miscellaneous rub- 
ber specialties and sundries. (The rebuilding or retreading of rubber tires by 
tire-repair shops is excluded from this definition. ) 
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3199 Leather Goods 

Establishments engaged in manufacturing miscellaneous leather goods, includ- 
ing shues, embossed leather goods, leather desk sets, dog collars and other dog 
furnishings, leather handles for luggage, novelties, razor strops, and safety belts. 
3229 Pressed and blown glass and glassware: 

Establishments engaged in manufacturing pressed and blown glass and glass- 
ware. Important products of this industry include machine-made or hand- 
made glass tableware; glass blanks for electric light bulbs, light shades and re- 
flectors, and other lighting glassware; glass tubing and other technical, scientific, 
and industrial pressed and blown glassware; glass cooking and oven ware; 
glass brick; and glass insulators. Vhe production of pressed lenses for head- 
lights, beacons, and lanterns is also included in this industry, but the production 
of optical lenses is excluded. 

3231 Glass products made of purchased glass: 

Establishments engaged in manufacturing glass products from purchased glass, 
including laminated or safety glass, stained, leaded, ornamented, and decorated 
glass; mirrors; cutware; scientific-apparatus glass; glass novelties; mosaic 
glass; ground glass; cut, beveled, and etched glass; and glass watch crystals. 
Manufacturing optical lenses and ophthalmic lenses is excluded from this defi- 
nition. 

3271 Concrete products: 

Establishments engaged in manufacturing concrete building blocks and shapes, 
pipe and conduit, and similar products such as poles, piling, septic tanks, garbage 
boxes, garden furniture, incinerators, and vaults made from a combination of 
stone or gravel, sand, and cement. Incidental manufacture of concrete building 
blocks and shapes, etc., necessary for replacement, repair or minor construction 
work incident to maintenance operations, which is not regular or a continuously 
scheduled product, is excluded. Concrete construction work and mixing con- 
crete are also excluded from this definition. 

8293 Steam and other packing, and pipe and boiler covering: 

Establishments engaged in manufacturing packing for steam, water, and other 
pipe joints, and for engines, air compressors, etc.; and insulating materials for 
covering boilers and pipes ; and gaskets. 

3311 Blast furnaces: 

Blast furnaces engaged in manufacturing pig iron and blast-furnace ferro- 
alloys from iron ore and scrap. 
3321 Gray-iron foundries: 

Foundries engaged in manufacturing gray-iron castings, including cast gray- 
iron pipe and fittings. 

3322 Malleable-iron foundries: 

Foundries engaged in manufacturing malleable-iron castings. 
3323 Steel foundries: 

Foundries engaged in manufacturing steel castings. 

3351 Rollings, drawings, and alloying of copper: 


Establishments engaged in rolling, drawing, and extruding copper, brass, 
bronze, and other copper-base alloy basic shapes such as plates, sheets, strips, 
rods, wire and tubing. The production of primary copper alloys is included in 
this definition, but the recovery of copper and its alloys from scrap or dross 
is excluded. 


3352 Rolling, drawing, and alloying of aluminum: 


Establishments engaged in rolling, drawing, and extruding aluminum and alu- 
minum-base alloy basic shapes such as plates, sheets, rods, wire and tubing. The 
production of primary aluminum alloys is included in this definition, but the 
recovery of alminum and its alloys from scrap or dross is excluded. 


3361 Nonferrous foundries: 


Foundries engaged in manufacturing castings and die castings of aluminum, 
brass, bronze, and other nonferrous metals and alloys. 
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3391 Iron and steel forgings: 


Establishments engaged in manufacturing light and heavy board drop, steam 
hammer, upset and press forgings with or without the use of dies. 
3399 Primary metal industries: 

Establishments engaged in manufacturing flat bright cold-rolled strip (includ- 
ing razor-blade strip), cold-rolled sheets, cold-finished steel bars, nonferrous forg- 
ings, ferrous and nonferrous flakes and powders, and other primary metal prod- 
ucts, not elsewhere defined... The operations of annealing and heat treating steel 
are aiso included in this industry. 


3422 Edge tools: 


Establishments engaged in manufacturing all kinds of edge tools, such as 
scythes, axes, planes, chisels, drawknives; and cutting dies for use in cutting 
cloth, paper, and leather. (Manufacturing of metal-cutting dies is excluded from 
this definition. ) 


3423 land tools (cxecept edge tools, machine tools, files, and saws): 


Establishments engaged in manufacturing hand tools, such as hammers, 
wrenches, pliers, screw drivers, shovels, rakes, and a variety of special tools used 
by repairmen, jewelers, stone-cutters and jronworkers. 

3441 Fabricated structural steel and ornamental metal work: 

Iistablishments engaged in manufacturing fabricated iron and steel or other 
metal for structural purposes, and architectural ornamental work of ferrous 
and nonferrous metals. Important products of this industry include structural 
steel shapes, stairs and staircases, fire escapes, grilles, railings, fences and posts, 
and portable metal buildings. (Manufacturing of metal doors, sash, frames, mold- 
ings, and trim and fabrication work done at the site of construction is excluded 
from this definition.) 


3442 Metal doors, sash, frames, molding, and trim: 


Establishments engaged in manufacturing ferrous and nonferrous metal and 
metal-covered doors and sash, window and door frames, store fronts, molding, 
and trim. 


3443 Boiler shop products: 


Establishments engaged in manufacturing industrial, power, and marine 
boilers, smoke stacks, heavy tanks, and other boiler shop products; and fabri- 
cated plate work which involves the cutting, punching, bending, and shaping of 
steel plates for other industries, or for assembly on the job. (Manufacturing of 


domestic heating and cooking apparatus is excluded from this definition.) 
3444 Sheet-metal work: 

Establishments engaged in manufacturing cornices, ventilators, skylights, gut- 
ters, and other types of sheet-metal work for buildings (not including fabrica- 
tion work done at the place of construction), and manufacturing sheet-metal 
stovepipes, light tanks, bins, furnace casings, etc. Products manufactured for 
replacement, repair or minor construction incident to maintenance of existing 
structural facilities, which are not regular or continuously scheduled activities, 
are excluded. 


3461 Vitreous-enameled products: 


Establishments engaged in manufacturing vitreous-enameled kitchen, house- 
hold, and hospital utensils; table tops; refrigerator, stove and washing machine 
parts; ete. (Manufacturing of enameled-iron plumbing fixtures is excluded 
from this definition.) 


3463 Stamped and pressed metal products (except automobile stampings): 


Ustablishments engaged in manufacturing metal stampings of ferrous or non- 
ferrous metal such as bottle caps and tops; stamped kitchen, household, and 
hospital utensils; perforated metal; and stamped and pressed machine parts. 
The operations of stamping and spinning metal are also included in this defini- 
tion; but the manufacturing of automobile stampings and stamped vitreous- 
enameled products is excluded.) 
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3464 Powder metallurgy: 


Establishments engaged in manufacturing small machine parts by powder 
metallurgy, involving the mixing, molding, pressing, and sintering of metallic 
powders. 


3465 Enameling, japanning, and lacquering: 


Establishments engaged in enameling, japanning, and lacquering metal 
products. 


3466 Galvanizing and other hot-dip coating: 

Establishments engaged in galvanizing iron and steel sheets or formed prod- 
ucts; in coating iron sheets or formed products with aluminum, lead, or zine; 
and in retinning cans and utensils. (Rolling mills engaged in galvanizing, tin- 
ning, and other coating are excluded from this definition.) 


3467 Engraving on metal: 


Establishments engaged in engraving, chasing, and etching jewelry, silverware, 
notarial seals, and other metal products for purposes other than printing. 


3468 Electroplating, plating, and polishing: 


Establishments engaged in all types of electroplating, plating, and metal- 
polishing work. 


3471 Lighting fixtures: 


Establishments engaged in manufacturing lighting fixtures and equipment of 
any type, including electric and gas lighting fixtures, carbide, kerosene, and gaso- 
line lamps, and metal reflectors and fittings. (The production of glassware for 
lighting fixtures, electric light bulbs, tubes, and related light sources is excluded 
from this definition.) 

3489 Wirework: 

Establishments engaged in manufacturing ferrous and nonferrous wire prod- 
ucts. Important products of this industry include fencing, fly screening, cloth 
and netting, bare wire rope and cable, barbed wire, tire chains, bale ties, concrete- 
reinforcing wire and mesh, springs, coated welding wire, wire guards and par- 
titions, wire grilles, trays and baskets, and kitchen wire goods. 


2493 Steel springs: 


Establishments engaged in manufacturing leaf springs, hot-wound springs, 
and coiled flat springs. 


3494 Bolts, nuts, washers, and rivets: 


Establishments engaged in manufacturing bolts, nuts, washers, rivets, turn- 
buckles, wood screws, and toggle bolts. (The manufacturing of screw-machine 
products is excluded from this definition.) 


3495 Screw-machine products: 


Establishments engaged in manufacturing automatic or hand screw-machine 
products from rod; bar, or tube stock of metal, fiber, plastics or other material. 
The products of this industry consists of a wide variety of unassembled parts 
and are usually manufactured on a job or order basis. 


3499 Fabricated metal products, not elsewhere defined in this enclosure: 


Establishments engaged in manufacturing metal products not elsewhere defined 
in this inclosure, including metal novelties and specialities. 


8519 Diesel and semi-Diesel engines; and other internal-combustion engines: 


Establishments engaged in manufacturing Diesel or semi-Diesel engines, and 
other internal-combustion engines, for stationary, marine, traction, or other uses. 
(The manufacturing of aircraft and automobile engines is excluded from this 
definition.) 


3541 Machine tools: 


Establishments engaged in manufacturing power-driven machine tools that 
shape metal by grinding or progressively cutting away chips. Important prod- 
ucts of this industry include boring, broaching, drilling, gear-cutting and finish- 
ing, grinding, milling, and planing machines; lathes, shapers, and slotters ; honing 
and lapping, polishing and buffing, sawing and cutting-off, contour-sawing and 
filing, tapping, threading, and rifling machines, and replacement and repair parts 
for machine tools. The rebuilding of machine tools is included in this industry. 
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(The manufacturing of machinery for the shaping, pressing, or forging of metal, 
where the shaping action of such machines is not dependent upon a cutting tool 
and machine-tool accessories, dies, and machinists’ precision tools is excluded 


from this definition. ) 
3542 Metalworking machinery (except machine tools) 

Establishments engaged in manufacturing machinery for shaping, pressing, 
forging, or bending metal, where the shaping action of such machines is not 
dependent upon a cutting tool. Important products of this industry include 
bending machines; can forming and soldering, and other sheet-metalworking 
machinery; die casting machines; forging machines, such as drop hammers 
impression die), forging hammers (flat die), forging presses, bulldozers, and 
upsetters ; portable power-driven metalworking tools, and flexible-shaft machines ; 
presses (forming, stamping, and punch) ; riveting machines (not portable) ; rod 
and wire forming and fabricating machines; rolling mill machinery and equip 
ment; shears; spring winding and forming machines; acetylene welding and 
cutting apparatus: wire-drawing machines; and replacement and repair parts 
{Manufacturing of electric welding apparatus is excluded from this definition. ) 


3543 Machine-tool accessories, other metalworking-machinery accessorics, and 
machinists’ precision tools: 

Establishments engaged in manufacturing attachments and accessories for 
machine tools and other metalworking machinery; small power-driven cutting 
and shaping tools and tool holders; and precision measuring tools. Important 
products of this industry include: (1) attachments for lathes, boring, drilling, 
and milling machines, and other machine tools; balancing machines; die-casting 
dies; jigs, fixtures, drop-forging dies, forming and stamping dies and punches, 
and subpresses; tools for screw and automatic machines; and semi-finished 
products such as die sets, leather pins, dowel pins, and die springs: (2) arbors 
and collars; broaches; collets or sprockets; counterbores ; countersinks ; counter- 
sink drill combination; drills; cutters; reamers: threading tools (taps, dies, and 
pipe-threading tools) ; and other cutting tools and tool holders; and (3) precision 
measuring tools (micrometers and verniers); gauges (plug, ring, snap, and 
thread) : and other measuring tools. (The manufacturing of hand tools (except 
power-driven) is excluded from this definition. ) 


3562 HFlevator and escalators: 


Establishments engaged in manufacturing passenger or freight elevators, auto 
mobile lifts, dumb-waiters, and escalators. 


3504 Blowers, erhaust and ventilating fans: 


Establishments engaged in manufacturing blowers, and exhaust and ventilating 
fans for general industrial commercial, and household use, including attic fans, 
blower-filter units (furnace blowers), and fans for mechanical draft. 


3566 Mechanical poiwer-transmission equipment (except ball and roller bear 
ings): 

Establishments engaged in manufacturing mechanical power-transmission 
equipment such as chain drives, variable speed drives, speed reducers, gears, 
elutches (mechanical, hydraulic, or magnetic), shafts, bearings (except ball and 
roller), and parts for such equipment. (The manufacturing of ball and roller 
bearings and automobile power-transmission equipment is excluded from this 
definition. ) 


3591 Valves and fittings (ercept plumbers’ valves) : 

Establishments engaged in manufacturing valves for controlling the flow of 
liquids or gases in pipes and mains, and for machinery, including parts and fit 
tings for such valves. The manufacturing of plumbers’ valves, faucets, spigots, 
and similar plumbers’ supplies is excluded from this definition. 

3592 Fabricated pipe and fittings: 

Establishments engaged in cutting, threading, bending, and otherwise fabricat- 
ing pipe and pipe fittings. (The mannfacturing of cast-iron pipe and fittings is 
excluded from this definition. ) 

3598 Ball and roller bearings: 


Establishments engaged in manufacturing ball and roller bearings and parts. 
(The manufacturing of bearings, except ball and roller is excluded from this 
definition. ) 
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3599 Machine shops (jobbing and repair): 


Establishments engaged in producing machine and equipment parts, not else- 
where defined in this inclosure, from materials owned by them or performing ma- 
chining operations on materials owned by others. These establishments usually 
operate on a job or other basis and are equipped with machine tools and other 
power-driven metal-working machinery capable of manufacturing a wide range of 
machine and equipment parts. Machine shops classified in this definition are 
characterized by their method of operation rather than their product, and the 
fact that they may be primarily engaged in repair work does not exclude them 
from this classification; however, machine shops engaged exclusively in repair 
work are excluded from this definition. 

3611 Wiring devices and supplies: 

Ustablishments engaged in manufacturing wiring devices (attachment plugs 
and caps, convenience outlets, lamp sockets and receptacles, and snap switches) ; 
wiring supplies (pole-line hardware, conductor connectors, overhead trolley-line 
material, and rail bonds for both propulsion and signal circuits); electrical 
insulators and insulation materials, (except porcelain insulators and glass insu- 
lators) ; conduits and fittings; and lightning arresters. (The manufacturing of 
electric lighting fixtures is excluded from this definition. ) 


3612 Carbon and graphite products for use in the electrical industry : 
Establishments engaged in manufacturing lighting carbons; carbon graphite, 


, 


and metal-graphite brushes and brush stock; carbon or graphite electrodes for 


thermal and electrolytic uses; and other carbon, graphite, and metal-graphite 
products. 


3614 Motors, generators, and motor-generator sets: 


Establishments engaged in manufacturing electric motors and generators other 
than those specially designed for automotive use; and motor generator sets 
and turbo-generators, where powered by electric motors, internal-combustion 
engines, steam, or water power. The manufacturing of electric motors and 
generators for automotive use is excluded from this definition. 


3616 Switchgear, switchboard apparatus, and industrial controls: 


Establishments engaged in manufacturing switchgear, switchboard apparatus, 
and industrial electrical controls. Important products of this industry include 
power switches, circuit breakers, contactors, and similar switchgear for general 
industrial application; switchboards and cubicles, control and metering panels, 
power fuse mountings, and similar switchboard apparatus and supplies; and 
industrial controls such as motor starters and controllers, electromagnetic brakes, 
and electronic inspection and gauging apparatus and positioning controls. 


3619 Electrical equipment for industrial use, not elsewhere defined in this 
listing : 
Establishments engaged in manufacturing industrial and commercial elec- 


trical apparatus and appliances, not elsewhere defined in this listing including 
electric heating units for furnaces and ovens. 


3711 Motor vehicles: 


Establishments engaged in manufacturing or assembling complete passenger 
automobiles, trucks, commercial cars and buses (except trackless trolley), and 
special-purpose motor vehicles such as ambulances, fire engines, taxicabs, scout 
cars, personnel carriers, and amphibian motor vehicles. Such establishments 
may also manufacture motor-vehicle parts. The manufacturing of combat tanks 
is excluded from this definition. 


3713 Truck and bus bodies: 


Establishments engaged in manufacturing truck and bus bodies, but not en- 
gaged in manufacturing complete passenger automobiles. The manufacturing 
of complete trucks and busses and stamped body parts for trucks and busses is 
excluded from this definition. 


3715 Truck trailers: 


Establishments engaged in manufacturing truck trailers and tractor-type bus 
trailers, but not engaged in manufacturing complete trucks and busses. 


3722 Aircraft engines and engine paris: 


Establishments engaged in manufacturing aircraft engines and engine parts. 
Important products of this industry include internal-combustion and jet-propul- 
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sion engines; engine mount parts; air scoops; turbo superchargers; lubricating, 
cooling, and exhaust systems; non-electric starters ; and aircraft engine pumps. 


3729 Aircraft parts and auziliary equipment, (except aircraft engines and 
engine parts): 

Establishments engaged in manufacturing aircraft parts and auxiliary equip 
ment, except aircraft engines and engine parts. Important products of this indus- 
try include airframe assemblies, wing assemblies, flaps and dive brakes, eleva- 
tors, fins, rudders, and other empennage assemblies, and alighting assemblies and 
parts such as landing and beaching gear, pontoons, and landing skis; auxiliary 
equipment such as de-icing equipment, bomb racks, turrets and turret drives, 
parachutes, targets, link trainers, and other auxiliary equipment specifically 
adopted for aircraft. The manufacturing or assembling of aeronautical instru 
ments is excluded from this definition 
3731 Ship building and repairing: 

Establishments engaged in building and repairing all types 
canal boats and lighters of five gross tons and over, whether pr 
motor power or towed by other craft 


Orono 


vin2 Boat building and repairing: 

Establishments engaged in building and repairing 
than five gross tons such as motor boats, sailboats, rowboat 
3741 Locomotives and parts: 

Establishments engaged in building and rebuilding locomotives (i! 
frames and parts) of any type or gauge, including steam, compressed air, straig 
electric, storage battery, Diesel-electric, gasoline-electric, and Dies necha 
(Railroad repair shops engaged in building and rebuilding locomotives 
excluded from this definition.) 
29742)=«6Railroad and street cars: 

Establishments engaged in building and rebuilding railroad, street, and ray 
transit cars and car equipment for operation on rails for freight and passenger 
service. This industry also includes the manufacturing of trackless trolley 


busses. 


3963 Buttons: 

Establishments engaged in manufacturing buttons, button parts, and button 
blanks and molds, of all materials except precious metal and precious or semi 
precious stones. 

3971 Fabricated: plastics products: 

Establishments engaged in molding primary plastics and manufacturing fin- 
ished plastics products, except plastic lamination of identification or similar 
cards. 

3982 Cork products: 

Establishments engaged in manufacturing cork products from whole or ground 
cork. Important products of this industry include bottle corks, life preservers, 
insulating materials, tile, and other articles made of cork. 

3985 Fireworks and pyrotechnics: 

Establishments engaged in manufacturing fireworks of all kinds, flares, flash- 
light bombs, and railroad torpedoes and fuses. Manufacturing of safety fuses 
and detonating caps is excluded from this definition. 

3998 Models and patterns (except paper patterns): 

Establishments engaged in manufacturing models, patterns, and forms of all 
materials, except paper patterns, and shoe display forms. 
3999 Miscellaneous fabricated products: 


Establishments engaged in manufacturing portable fire extinguishers; theatri- 
cal scenery and advertising curtains; braided articles; holiday goods; military 
insignia ; identification plates, badges, emblems, and tags; and many other small 
articles not elsewhere defined in this listing. Establishments engaged in wool 
pulling and in dressing hair and bristles are also included in this industry. 
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(4100.19 (Incl 2)—Feb. 3, 1955) 





Page No. — of 


INVENTORY REPORT OF COMMERCIAL AND INDUSTRIAL TYPE FACILITIES (MANU 


FACTURING) OWNED (INCLUDING LEASED) AND OPERATED BY THE DEPARTMENT 
OF — 


Date 


(1) (2) | (3) (4) (5) 


| Number ofemployees | 

. , : Capits : 

Code No. and title Name and location Apit al I masa - Comments 
| | assets 


Military | Civilian 





(4100.19 (Incl 3)—Feb 3, 55) 


INSTRUCTIONS FOR THE INVENTORY REPORT OF COMMERCIAL AND INDUSTRIAL TYPE 
MANUFACTURING FACILITIES 
Column J 


List of code number and title of each manufacturing facility described in 
Inclosure 1. List by numerical order of code number. 


Column 2 


Opposite the appropriate code number and title, list the names and locations 
of the manufacturing facilities: 


Where a manufacturing activity is a larger installation having a num- 
ber of other manufacturing activities as components, the installation should 
be listed by its over-all or predominate function or functions and the com- 
ponent shops (integral manufacturing facilities) listed thereunder without 
listing the product produced. In this case component shops need not be 
listed by code number and title. 

Supportive manufacturing facilities of larger manufacturing installations 
will be listed under the appropriate code number and title. 

Manufacturing facilities of a larger installation classified primarily as 
noh-manufacturing will be listed under the appropriate code number and 
title. 

If there are more than one of any particular type facility at a named 
installation, indicate the number also. 


Column 3 


List the amount of capital assets used primarily for the manufacturing fa 
cility shown in Column 2. Use only one figure for the total of land, buildings, 
and equipment. To the extent possible, use the data contained in the report of 
Inventory of Military Real Property prepared in accordance with Department 
of Defense Instruction 4165.14 of 31 March 1954, but be sure that the figure re- 
ported under capital assets in Column 3 also includes the original cost of plant 
equipment in custody not included in the inventory of real property. For those 
activities not covered in the Military Real Property Inventory report, use the 
original cost as a basis of evaluation. A breakdown of the capital assets figure 
need not be entered opposite the integral facilities wherever they are listed under 
a larger manufacturing facility in Column 2. 


, 


Column 4 


Indicate the average number of military and civilian personnel employed in 
the manufacturing facility shown in Column 2. These data can be computed 
by averaging the end of the month figures for FY 1954 and 1955. If the opera- 
tion is seasonal, show the average employment for only the months during which 
the activity was performed and indicate in parenthesis the number of months 
during which the activity was performed. A breakdown of the personnel figure 
need not be entered opposite the integral facilities wherever they are listed under 
a larger manufacturing facility in Column 2. 
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Column 5 

Use this column for any special information considered pertinent from the 
standpoint of the development of an inventory. Do not try to justify the con 
duct of the activity here. Wherever necessary, justification will be developed 
through subsequent surveys. 


(Note: A substantial amount of the information required on Inclosure 2 can 
be obtained from the Inventory of Military Real Property prepared in accord 


ance with Department of Defense Directive 4165.14 of 31 March 154.) 


EXHIBIT 8S 
"4 November 1953 
Nu bLOO1D 


DEPARTMENT OF DEFENSE DIRECTIV! 


Subject: Commercial and Industrial Type Facilities 
Reference : DOD Directive 4000.8, 17 November 1952 


i. PURFOSI 


The purpose of this directive is to establish the Department of Defense policy 
with respect to the ownership and operation of Commercial and industrial type 
facilities. 

II. DEFINITION 


As used in this directive, commercial or industrial type facilities are those de 
voted to an activity which normally might be performed by private industry, 
except commissaries, post exchanges, and non-appropriated fund activities. 


Ill, POLICY AND CRITERIA 


The Department of Defense supports the basic principle that free competitive 
enterprise should be fostered by Government. Therefore, privately owned or 
government-owned and privately operated commercial and industrial type facil 
ities will be used by the Department of Defense to the greatest extent practicable, 
recognizing the basic military necessity for integrated, self-sustaining unils re 
sponsive to command and the necessity for operating anywhere in the world. It 
is the policy of the Department of Defense not to engage in the operation of indus 
trial or commercial type facilities unless it can be demonstrated that it is neces 
sary for the Government itself to perform the required work or service. Those 
factors which would justify the continued use of, or the establishment of, gov 
ernment-owned commercial or industrial type activities are as follows: 

a. The absence of private facilities of sufficient Capacity located within a 
reasonable distance from the point of demand. This may be particularly 
applicable in isolated areas. However, the possibility of inducing private 
industry to undertake the operation must be examined 

b. Substantial savings to the Government resulting from performance at 
a government facility, provided that the true cost basis must be used in 
evaluating government operations, including all allocable items of over 
head and personnel. 

e. The necessity for meeting the military demand at all times without 
delay, particularly where abnormal or fluciunting military demand discour 
ages private investment, with the result that the current or mobilization need 
cannot be met. 

da. The need for training military personnel for advance base or overseas 
operations where private sources will not be available for the particular work 
or service. 

e. In connection with certain operations, the necessity for complete com 
mand control in order to avoid compromise of highly classified security 
information. 

f. The necessity for protection of installations and personnel in areas of 
unusually hazardous operations. 

g. The necessity for the complete demilitarization prior to final disposal 
of certain types of military equipment. 
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h. Any other factor clearly demonstrating a particular government opera- 
tion to be in the public interest. 


IV. This directive is effective immediately and all previous instructions not 
consistent herewith are accordingly modified. 
C. BE. Wi.son, 
Secretary of Defense. 





EXHIBIT 9 


REPORT OF PROGRESS RELATIVE TO THE DEPARTMENT OF DEFENSE COMMERCIAL AND 
INDUSTRIAL PROGRAM (PERIOD 1 OcTOBER 1954 THROUGH 31 DECEMBER 1954)— 
COMMERCIAL AND INDUSTRIAL TYPE FACILITIES 


DEPARTMENT OF THE ARMY 


1. Review of Commercial and Industrial Type Facilities 


a. Reviews of the first, second and third increments of commercial and indus- 
trial type facilities directed by DOD Instructions 4100.6 are proceeding in accord- 
ance with revised schedules. 

b. The Department of the Army conducted a survey under the provisions of 
DOD Directive 4100.16 of eight ferrous metal processing facilities located in 
CONUS (of which two were government owned and contractor operated). Dur- 
ing the past quarter the ferrous scrap metal baling operation located at the 
Atlanta General Depot, Atlanta, Georgia, has been discontinued. 

2. Discontinuance of Facilities 

The Army plan for consolidating and eliminating storage facilities, providing 
for the closing of 10 depots and the inactivation of the supply missions at 7 addi- 
tional installations, was reported in the previous quarterly report. Pursuant to 
this plan, the Stockton Annex of Sharpe General Depot and the Charlotte QM 
Depot have been inactivated. The Charlotte QM Depot was redesignated a stor- 
age activity of the Atlanta General Depot and will continue in this capacity 
until 1 July 1955. The Mira Loma Quartermaster Depot has been assigned to 
the Department of the Air Force and was discontinued as an Army installation 
effective 31 December 1954. 

3. Industrial Plant Reserve 

a. The following plants were removed from the Departmental Industrial 
Reserve: 

Gopher Ordnance Works, St. Paul, Minn. 
Vigo Plant, Terre Haute, Ind. 


b. The following plants were removed from the National Industrial Reserve: 


Pesco Products, Inc., Cleveland, Ohio 
Chickasaw Ordnance Works, Millington, Tenn. 


ec. The following plants were added to the Departmental Industrial Reserve: 


Birdsboro Steel Foundry, Birdsboro, Pa. 
Charlotte Ordnance Missile Plant, Charlotte, N. C. 


d. The following plant was added to the National Industrial Reserve : 
United Engineering and Foundry Co., New Castle, Pa. 


DEPARTMENT OF THE NAVY 
1. Program of Review 


The Commercial and Industrial-type Facilities Review Program was con- 
tinued during the period. A third increment schedule of facilities to be reviewed 
was promulgated by Secretary of the Navy Instruction 4860.13 of 22 October 
1954. In keeping with the present policy of deemphasizing cost as a criterion for 
substantiating continued operation of a facility, Secretary of the Navy Notice 
4860 of 9 December 1954 was promulgated. It provided that cost studies could 
be omitted when the surveying activity determines that continued operation of a 
facility is not in keeping with current policy or when cost will not be a signif- 
icant factor in justifying continuance of a facility. 
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2. Discontinuance of Facilities 


The following facilities were either discontinued during the period or a deter 
mination was made to discontinue : 


Scrap Metal Baler 


a. Naval Supply Depot, Mechanicsburg, Pennsylvania. 

b. Naval Air Station, Corpus Christi, Texas (directed but not yet accom 
plished). 

ec. Norfolk Naval Shipyard, Portsmouth, Virginia. 
Automotive Repair Shop 

a. National Naval Medical Center, Bethesda, Maryland. 

b. Naval Hospital, San Diego, California. 

c. Naval Hospital, Memphis, Tennessee. 

d. Naval Hospital, Philadelphia, Pennsylvania. 


Office Equipment Repair Shop 

. Naval Hospital, Oakland, California. 

Naval Hospital, San Diego, California. 

Naval Hospital, Philadelphia, Pennsylvania. 

. Military Sea. Transportation Service, Brooklyn, New York. 
Underwater Ordnance Station, Newport, Rhode Island. 
Naval Torpedo Station, Keyport, Washington. 


Aluminum Smelting—Will be discontinued by 1 June 1955 


a. Naval Air Station, Alameda, California. 
b. Naval Air Station, Jacksonville, Florida. 


Tire Retreading 

a. Naval Gun Factory, Washington, D.C. 
Ice Plant 

a. Marine Corps Air Station, Cherry Point, North Carolina 
Tree and Garden Nursery 

2. Naval Air Station, Norfolk, Virginia. 


Based on an analysis of survey reports on box and crate shop operations, it was 
determined that demands for recurring size boxes, crates and fiber-board con- 
tainers could be filled by procurement from commercial sources. Accordingly, a 
Secretary of the Navy Instruction will be promulgated shortly limiting produc 
tion of box and crate shops to non-recurring sizes and directing that activities 
fill all requirements for recurring size boxes, crates and fiber-board containers by 
purchase from private enterprise either completely assembled or as “shook” or as 
“knocked-down flats”’. 

The Naval Supply Depot, San Pedro, California, has discontinued the utiliza 
tion of Civil Service employees for stevedore services and inaugurated the use 
of commercial stevedores. 

The office equipment repair shop at the Special Devices Center, Sands Point, 
Port Washington, New York, has reduced its scope of operations. It is expected 
that the shop will be disestablished by 30 June 1955 and all repairs accomplished 
by commercial contract. 

The automotive repair shop at the Naval Research Laboratory, Washington, 
D. C., is presently having much of its major repair work accomplished under 
private contract. This curtailed operation has resulted in a saving of eight 
personnel. 


reac op 


DEPARTMENT OF THE AIR FORCE 


1. Survey of Commercial and Industrial Type Facilites. Implementing action 
on DOD Directive 4100.15, 4100.16, 4100.17 and 4100.18 continued during the re 
porting period. Under the first increment of the survey, operating figures of 
the aluminum sweating facilities are being audited to permit objective conclu 
sions to be reached as to discontinuance or retention. One of the five facilities is 
needed for demilitarization of classified material. All but one of the scrap meta! 
baling facilities have been discontinued. The retention of the remaining baler 
is being justified on the basis that it is being used primarily for processing high 
temperature alloy scrap which is allocated to Air Force contractors as Government 
Furnished Property. It is a small, integrated and inexpensive operation. Two 
bread bakeries are currently in operation in the continental U. S. One is needed 
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as a training facility; the other requires additional cost data to permit a com- 
plete study. The survey of AF laundries and dry cleaning plants is in process. 
In addition, facilities included in the third increment of the survey were listed 
and reported to the Assistant Secretary for Defense (S&L) 
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DEPARTMENT OF THE ARMY, 
OFFICE OF THE ADJUTANT GENERAL, 
Washington 25, D. C.,2 April 1954. 
AGAC-C (M) 600.12 (29 Mar 54) G4 


Subject : Review of Commercial and Industrial-Type Facilities 


To: Chiefs of Technical Services 
Commanding Generals 
Continental Armies 
Military District of Washington 
Superintendent, US Military Academy 


1. In furtherance of Department of the Army policy not to engage in the opera- 
tion of industrial or commercial-type facilities unless it can be demonstrated 
that it is necesary for the Government itself to perform the required work or 
service, the Department of the Army is initiating a phased program of review of 
those facilities currently operated by the Army to determine which can be dis- 
continued or curtailed. 

2. Commercial or industrial-type facilities are defined as those devoted to an 
activity which normaliy might be performed by private industry, except com- 
missaries, post exchanges, and non-appropriated fund activities. The term “fa- 
cility” as used herein means an entire installation, a portion of an installation, 
or an activity or function being performed therein. 

3. The first increment of the review will consist of the type continental United 
States facilities listed and defined in Inclosure No.1. General criteria for review 
of these facilities are stated in Inclosure No. 2. 

4. Procedure for review of the type facilities listed in Inclosure No. 1 will be 
as follows: 


a. Continental army commanders, the Superintendent, United States Mili- 
tary Academy, and the Commanding General, Military District of Washing- 
ton will conduct reviews of facilities at class I installations and such facili- 
ties at class II installations and activities as are presently their responsi- 
bility under the provisions of SR 10—500-1, analyze the reviews, and make 
determinations to achieve maximum economy through minimum facility and 
manpower expenditures for commercial and industrial operations without 
impairing military effectiveness. Continental army commanders, the Super- 
intendent, United States Military Academy, and the Commanding General, 
Military District of Washington, may delegate authority for specific reviews, 
analyses and determinations as appropriate. 

b. Chiefs of technical services will conduct reviews of facilities at class 
II installations and activities, except as noted in @ above, analyze the 
reviews, and make determinations to achieve maximum economy through 
minimum facility and manpower expenditures for commercial and industrial 
operations without impairing military effectiveness. Chiefs of technical 
services may delegate authority for specific reviews, analyses and determina- 
tions as appropriate. 

ce. The Assistant Chief of Staff, G-4, Department of the Army, will review 
summary reports of analyses and maintain the official record of such sum- 
mary reports for the Department of the Army. Subject matter to be included 
in summary reports of analyses will be as shown in Inclosure No. 3. 


5. Reviews, analyses and determinations of selected facilities will be completed 
no later than the time limits specified in Inclosure No. 1. 

6. Separate instructions will be issued by the Department of the Army requir- 
ing the preparation and submission of summary reports of analyses. 

7. Separate detailed instructions applicable to each of the type-facilities 
defined in Inclosure No. 1 will be issued by the Department of the Army, further 
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implementing the general instructions contained herein. However, addressees 
will not delay action to review facilities pending receipt of detailed instructions 
By order of the Secretary of the Army: 
Wa. E. Berein, 
Vajor General, USA, 
The Adjutant Generl 
3 Incl 
1. First Increment of Com! and Ind Fac to be Reviewed (CONUS) 
2. Gen Criteria for Review of Fac w/1 app 
3. Subj Matter to be Incl in the Summary Rept of Analyses of the DA Com! 
and Ind Fac 
Copies furnished : 
Comptroller of the Army 
Assistant Chief of Staff, G—4 
Commanding General 
Army Antiaircraft Command 
Chief, Armed Forces Special Weapons Project 


(Inclosure No. 1) 


First INCREMENT OF COMMERCIAL AND INDUSTRIAL FACILITI To Be REVIEWED 
(CONTINENTAL UNITED STATES) 


1. Facilities for which continental army commanders, Commanding General, 
Military District of Washington, and chiefs of technical services will have com- 
pleted analyses and determinations by 15 July 1954. 

a. Scrap Metal Baling is that process whereby light metal scrap such as 
sheet metal scrap, clippings, skeleton scrap, etc., is Compressed by either a 
portable or stationary press into convenient sizes for sale. 

b. Clothing Factory and Cloth Sponging Plant—this is defined as the 
Army Clothing Factory at Philadelphia, Pennsylvania. 

ce. Coffee Roasting Plant is a plant capable of roasting, blending, and pack- 
aging coffee in accordance with military specifications for issue to an assigned 
area, 

dad. Motion Picture Studios are defined as studios operated for the purpose 
of producing motion picture films. 

2. Facilities for which continental army commanders, Commanding General, 
Military District of Washington, and chiefs of technical services will have com- 
pleted analyses and determination by 20 February 1955. 

a. Bakery—a centrally located bake shop, not a part of the kitchen of a 
general mess, which supplies bread and pastries to: 

(1) Messes for consumption. 
(2) Commissaries for distribution to messes. 
(3) For resale to service personnel as individuals. 

b. Clothing Reclamation Shop is a facility which receives a miscellaneous 
assortment of used and/or issued clothing and inspects, sorts, counts, cleans, 
washes, renovates, patches, mends, repairs, packages, and repacks this cloth 
ing for further issue to the service-wide supply system. 

c. Furniture Repair Shops are those facilities operated for the purpose of 
repairing, mending, refinishing, or otherwise rehabilitating furniture for 
issue to the service-wide supply system. 

d. Ice Cream Manufacturing Plant is a facility which manufactures ice 
cream for messes for consumption or for commissaries for issue to messes 
or sale to military personnel as individuals. Occasional ice cream made 
in organized messes with equipment normally furnished to kitchens is 
expected. 

e. Laundries and/or Dry Cleaning Plants are defined as those fixed-type 
facilities which are operated for the purpose of washing, steaming or other- 
wise cleaning textile products similar to services performed by commercial 
facilities for the general public. 
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(Inclosure No. 2) 


GENERAL CRITERIA FOR REVIEW OF FACILITIES 


1. Those factors which would justify the continued use of, or the establishment 
of, Government-owned commercial or industrial-type facilities are as follows: 

a. The absence of private facilities of sufficient capacity located within a 
reasonable distance from the point of demand. This may be particularly 
applicable in isolated areas. However, the possibility of inducing private 
industry to undertake the operation must be examined. 

b. Substantial savings to the Government resulting from performance at 
a Government facility, provided that the true cost basis must be used in 
evaluating Government operations, including all allocable items of overhead 
and personnel. (See paragraph 5.) 

ec. The necessity for meeting the military demand at all times without 
delay, particularly where abnormal or fluctuating military demand discour- 
ages private investment, with the result that the current or mobilization need 
cannot be met. 

d. The need for training military personne! for advance base or oversea 
operations where private sources will not be available for the particular 
work or service. 

e. In connection with certain operations, the necessity for complete com 
mand control in order to avoid compromise of highly classified security 
information. 

f. The necessity for protection of installations and personnel in areas of 
unusually hazardous operations. 

g. The necessity for the complete demilitarization prior to final disposal 
of certain types of military equipment. 

h. Any other factor clearly demonstrating a particular Government opera 
tion to be in the public interest. 

2. These criteria for review apply to all types of commercial and industrial 
facilities listed in Inclosure No. 1, owned and operated, or proposed to be estab- 
lished and operated, by Department of the Army agencies and commands 
exclusive of: 

a. Those that are an organic part of an authorized combat unit which is 
designed to be deployed to a zone of action. 

b. Living quarters (officer and enlisted) and mess halls. 

8. Full consideration in reviews, analyses and determinations shall be given to: 

a. Obtaining the product or service from private enterprise. 

b. Merging similar operations or functions being conducted at an instal 
lation. 

c. Merging similar operations or functions being conducted at several! 
adjacent locations at a single installation within the area. 

d. Merging similar operations or functions being conducted at several 
locations by the military departments into a facility of one of the depart- 
ments. 

e. Releasing the facility or placing the installation, or a portion thereof, 
in a “stand-by” status with a reduction in commercial and industrial-type 
activity to the extent that only minimum essential housekeeping and 
surveillance functions are performed. 

f. Making the products or services produced or performed by the com- 
mercial and industrial facilities of the Department of the Army conveniently 
available to other Department of Defense facilities. 

g. Utilizing the commercial and industrial facilities of other Department 
of Defense and Federal agencies whenever such use will not decrease mili- 
tary effectiveness or result in higher costs. 

4. A cost study of each facility’s operation will be made in accordance with 
the provisions cf Appendix 1 (Cost Principles for Use in Determination of Prod- 
uct and Services Costs of Industrial and Commercial Facilities Owned and 
Operated by the Department of the Army) and included as an integral part 
of the review ; except that when it can be demonstrated that costs will have nou 
influence in the determination as to the continuation or establishment of Gov- 
ernment-operated commercial and industrial facilities, the cost projection need 
not be made unless specifically required by a reviewing authority. 

1 Incl—Appendix 1. 
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(Appendix 1 to Inclosure No. 2) 


Cost PRINCIPLES FoR USE IN DETERMINATION OF PRODUCT AND SERVICES Costs 01 
INDUSTRIAL AND COMMERCIAL FACILITIES OWNED AND OPERATED BY THE DEPART- 
MENT OF THE ARMY 


I. PURPOSE 


It is the purpose of the following to furnish guidance in cost accounting 
methods to be employed to assist in formulation of decisions concerning ¢ross- 
servicing, establishment or continuance of such facilities in or under the Depart- 
ment of the Army. The Department of the Army will develop, as required, more 
specific cost criteria applicable to the particular types of activity or operation 
under study. 


Il, BASIS OF REPORTING COSTS 


A. Reports of cost estimates, in terms of units of product or service, as well 
as aggregate amounts or elements of cost, are required to be made under pro 
jected conditions. Actual cost data may be used in making such estimates only 
to the extent that this basic principle is observed. Such cost estimates should 
represent, therefore, estimated expected costs based on practical considerations 
of estimated operating programs of planned production in terms of labor, mate- 
rial and facilities requirements for units of product or services. 

Bb. To the extent feasible, cost estimates should be validated by actual cost 
records for the installation if it has been operated in the past, or by actual cost 
reports of a comparable installation if one exists—taking into consideration in 
either case the difference in workload and elements of costing as hereinafter out- 
lined. 

Cc. When the cost studies being made are for the purpose of making decisions 
involving selection of one or more facilities among several of the same type for 
continuing use, or the closing of higher cost facilities, it may be desirable that 
the cost data of all facilities under study be susceptible of more or less detailed 
comparisons as well as be determined on an over-all comparable basis. There- 
fore, when cost data from two or more similar facilities are required for the: 
purposes, more specific instructions on cost estimating than are provided in 
these instructions should be prepared. In general, it must be observed, diffi- 
culties of cost estimating, as well as basic differences in facilities or operating 
circumstances, may make it impossible to obtain complete and fully accurate 
cost comparability between similar facilities. 

D. Reports of cost estimates of a given installation or facility should show 
the aggregate cost for the planned production classified by direct labor, direct 
material and overhead for the projected period. Where overhead is estimated 
ou a departmental or cost center basis, such departmental overhead cost esti- 
mates should be shown. Estimates of the aggregate and unit costs of product 
or products of the installation or facility should also be shown in the report of 
cost estimates; the sum of the estimated total costs of all products should be in 
agreement with the aggregate cost of labor, material, and overhead for the total 
planned production. 


III. REVIEW AND CERTIFICATION OF COST DATA 


Cost data for each establishment prepared for the purposes stated above 
should be reviewed and certified as to reasonableness by the chief of the depart- 
mental audit agency after preparation by the establishment or operating agency 
concerned, 

IV. DEFINITION OF COST 


A. All elements of cost which are incurred by the Government in making a 
product or rendering a service at an industrial or commercial-type installation 
shall be included, whether or not those costs are borne by the activity or imme- 
diate department concerned or are normally considered in the cost accounting 
system employed in the activity. 

B. Where the activity is or is planned to be part of a larger installation which 
furnishes supervision or supporting services to it, the estimated costs of all such 
supervision and services shall be included in the cost estimates. On the other 
hand, the cost of services furnished or to be furnished by the industrial activity 
to other missions of the installation do not contribute to product costs, and 
should be excluded from cost estimates. Moreover, there shall also be excluded 
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from the estimates, supporting administrative overhead costs of supervisory or 
staff offices at higher echelons outside the immediate location of the activity 
concerned. 

C. Cost estimates shall not include hypothetical costs, such as taxes (except 
to the extent payments are made in lieu of taxes), nor shall they include the 
element of profit, as would be required in order to match all the elements that 
may be found in price comparisons with similar private commercial operations. 


Vv. ELEMENTS OF COST 


Subject to the above over-all criteria for determining costs, the following ele- 
ments shall be included. Failure to mention any specific item is not intended to 
imply that it shall not be included. 


A. Personnel Services 


1. Civilian personnel. Services performed by civilian personnel will be priced 
at the actual current rate of pay or estimated at an average rate per service 
grade. Such pay shall include a factor for leave computed in accordance with 
the principles prescribed in SR 37-71-3. 

2. Military pay and allowances. Military personnel services shall be priced 
at the Department of the Army’s currently published standard military com- 
pensation rates. These rates have been prescribed for statistical costing of 
military services for work performed at industrial establishments financed by 
industrial funds and are available for application in all other areas for accumu- 
lation of cost estimates. 

3. Personnel services (whether civilian or military) will be classified as 
direct labor when the costs are incurred in performing work identifiable with 
a product. Labor costs should be estimated on the basis of the best available 
work measurement and performance data. While labor cost estimates for such 
factors as machine set-up, rework time, waiting, and other excess time should 
be treated in most cases as indirect costs, it will be permissible to include these 
factors as direct costs, if the cost estimating methods are not so refined. Super- 
vision, maintenance and similar personnel services should be classified as indirect 
costs. 


B. Materials and Supplies 


1. Direct materials include all items purchased, supplies manufactured or 
fabricated, which enter directly into the end-product. Wherever feasible, esti- 
mates of material quantities required for production should be based on esti- 
mated or actual bills of material. In addition, proper consideration should 
be given to costs of reasonable material over-runs, spoilage and defective work. 
Such material estimates should be costed by applying the current replacement 
price to the quantity required as may be established by published service-wide 
eatalogs or price lists or other available sources of current market prices. 
Freight, transportation and material handling costs shall be included, whether 
such costs are treated as direct or indirect. Additionally, a factor shall be 
added for the estimated expense of procurement, warehousing, or other elements 
of supply administration at depot level related to categories of material to be 
acquired from a stock fund of one of the departments or from appropriation 
purchase or other account. Government-furnished material received for as- 
sembly or fabrication shall be costed in the same manner as other materials. 

2. In calculating the total costs of materials, there shall be deducted all trade 
discounts, rebates, and other allowances. Deductions will be made from either 
material costs or aggregate costs for cash discounts or other credits including. 
estimates for recovery or sale of production scrap. 

3. Estimates of costs of indirect materials and supplies may be calculated 
by applying experience ratios to the cost of direct materials or by other methods 
in estimating indirect costs. 


C. Indirect Costs (Overhead) 


1. Indirect or overhead costs in industrial or commercial-type installations 
generally fall into the following categories: 
a. Manufacturing or production expenses—i. e., indirect cost of production 
departments. 
b. General and administrative expenses—costs incurred in general man- 
agement and supervision of the installation as a whole. 
2. Budgets for indirect costs should be projected on the basis of the planned 
schedule of production. If varied products are to be produced, indirect costs 
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should be departmentalized and separate department overhead rates should be 
estimated. Where only one product is to be produced (or where all products 
are generally subject to the same processing) an over-all overhead rate for the 
plant will suffice for product costing purposes. The overhead rates may be 
applied to direct labor dollars or hours as preferred for cost allocation to the 
product. 

3. In the event of future changes in the planned volume of production, it would 
be advisable initially to segregate the fixed and variable overheads to the extent 
feasible, so that the basis for estimating different overhead rates for several 
production levels may be available for future estimates if needed. 

4. Some special items of overhead for inclusion are the following: 

a. Interest on invested capital. Interest on capital estimated to be normally 
invested in inventories and plant and equipment used in production of the end- 
product is to be included as a cost of operation. Such interest shall be computed 
at the current rate for long-term Treasury obligations. The rate used and the 
amounts of invested capital should be disclosed in the cost estimates. 

b. Depreciation. (1) Depreciation of plant and equipment—buildings and 
machinery and equipment used in carrying on operations—shall be applied by 
formula to product or services as a part of overhead costs. The method of 
allocating depreciation should be one that aims to distribute fairly the cost of 
plant and equipment over its estimated useful life considering the factors of 
wear and tear and obsolescence, but not loss of property due to fire or other 
similar hazards. The straight-line method of depreciation is suggested for use 
for major property classes and not by individual items. The estimated useful 
lives and rates of depreciation indicated in Treasury Bulletin “F’ may be used 
as a guide in estimating the cost of depreciation. However, such rates are not 
always reasonable in application in specific cases. The method and rates used 
should be explained in comments supporting the cost estimates. The basis for 
depreciation should be actual costs of the facilities, if available; otherwise in 
accordance with engineering advice. 

(2) No depreciation should be allocated to cost of product for excess plant 
and equipment when the amounts are significant. 

(3) If it is believed necessary to assume that activities already in existence 
might not be used for any other purpose in the event of procurement of the goods 
or services from private industry, and the expenses of such activities would 
go on in any event, a separate statement shall be included with the report setting 
forth the possibilities regarding alternative uses of the activities with cost esti- 
mates showing the amount and nature of fixed charges which are recommended 
for exclusion from the cost estimates. Consideration will then be given by 
higher authority to the elimination of such fixed charges for price comparison 
purposes consistent with the theory of “sunk” costs in private business, i. e., 
all fixed costs which result from the maintenance of an organization are not 
necessarily an element of cost applicable to a particular product in the formula- 
tion of a price. 

ce. Utility services. Utility services such as communication, power, gas and 
water, whether or not to be paid directly by the industrial facility, should be 
costed based on estimates prepared by departmental engineering or other services. 
Usage should be estimated and predetermined rates established to be applied to 
estimates of labor or machine-time, space occupied or other appropriate factors. 

d. Maintenance and repairs (including protective services). (1) Operating 
costs should include cost estimates of maintenance and repairs and protective 
services for buildings and structures, grounds and equipment. Generally ac- 
cepted accounting principles should be followed in distinguishing between a capi- 
tal charge and operating expenses. Thus, all additions and replacements to 
property will be treated as a capital charge and, therefore, will be included in 
cost estimates only to the extent of depreciation charges. Costs of maintenance 
and repairs may be computed at an annual rate per square foot for the type 
of plant and equipment in accordance with engineering advice. 

(2) If desired, occupancy rates equivalent to rentals, may he compnted and 
used in cost estimating to inelude all maintenance and repairs, depreciation on 
buildings, protective services and utilities. This is especially appropriate where 
only a portion of a building is occupied by the activity. 

e. Government's contribution to Civil Service Retirement and Disability Funds. 
Cost estimates should include contributions to the Civil Service Retirement 
System. There are two elements in the annual contribution—the first being 
amoritization of past-service liability over a time period which may be changed 
every five years according to policy; the second element is normal support of 
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the plan plus interest on the unamortized portion. The current normal support 
based on 1953 appropriations amounts to 2.78% of Government payrolls. An 
approximate rate of 3% on civilian personnel services is recommended for use 
in estimates of cost of product. 

f. injuries and damages paid through the U. 8S. Employees Compensation Com- 
mission. (1) Cost of compensation to employees shall be estimated based on 
previous years’ disability and death experience. Accident experience data (in- 
cluding total costs and cost per employee) are reported annually by the Bureau 
of Employees Compensation, Department of Labor, for each Federal depart- 
ment and agency. 

(2) The estimates shall include compensation pilus cost of medical services 
(generally furnished by Public Health dispensaries) but shall exclude leave 
cost. Since casualties fluctuate considerably from year to year, the estimate 
shall be based on the average experience of the most recent four years reported 
for the particular installation, bureau or command or department, 

g. Insurance. (1) Operating costs should include an estimate for insurance 
for the purpose of arriving at an allocable charge for replacement or repair of 
plant, equipment and inventories damaged or destroyed by fire or other hazards. 
It is not intended that costly independent appraisals of insurable values should 
be obtained. Based on engineering advice, a percentage factor should be applied 
to cost of insurable assets to arrive at approximate replacement costs. Annual 
premium rates prescribed by each department for the various types of buildings 
and contents may then be applied to the amount of coverage. 

(2) In addition to estimates for the equivalent of fire insurance, costs equal 
to premiums for public liability compensation for bodily injury and property 
damage should be estimated at payroll rates prescribed by each department in 
accordance with advice of Government insurance experts and lawyers pursuant to 
the Federal Torts Claims Act. 

h. Property and other tares. (1) If and when Government installations are 
subject to property or other taxes under State and loca! laws product costs should 
include an estimate for such payments. Advice of the legat sections of the 
military departments should be obtained in each case. 

(2) Include in cost estimates the Federal Government’s share of social security 
tuxes applicable to civilian employees covered thereunder. 


(Inclosure No. 3) 


SuBsect MATTER To Be INCLUDED IN THE SUMMARY REPORTS OF ANALYSIS OF THE 
DEPARTMENT OF THE ARMY COMMERCIAL AND INDUSTRIAL FACILITIES 


1. Type of facility. 

2. Name and address of facility. 

o. Name and address of organization to which facility is directly responsible. 
4. Projected period covered for analysis purpose. 

5. Principal products or services to be produced or performed, 


6. Indicate whether: Government-owned and Government-operated, 
Leased from private enterprise and Government-operated, 
Personnel to be engaged: Monthly Average Number—Military 
Civilian 
Total 


90 


Method of financing: a. Appropriated funds 
b. Working capital funds (specify ) 
ce. Other 
9. Value of facility and plant equipment. 
10. Indicate: . 
a. Optimum capacity. 
b. Estimated percentage of utilization of optimum capacity. 
11, a. Has the feasibility of cross-servicing with other similar Federal facilities 
been investigated ? 
b. If yes, indicate the similar Federal facility considered : 


Name and address Viles away Compartive size 
12. a. Has the feasibility of obtaining the product(s) or service(s) from similar 


Government-owned and privately operated or privately owned and oper- 
ated facilities been investigated ? 





GOVERNMENT COMPETITION WITH PRIVATE BUSINESS 


b. If yes, indicate the private facilities considered 


Names and address Viles away 


Cost data (This portion will be filled out when criterion in paragraph 1b 
of Inclosure No. 2 is used as a justifying factor or whenever requested by 

a reviewing authority.) 

. Total estimated cost of product or service for projected period. Include 
supporting cost statement showing details of projected cost estimate and 
comparison with historical costs, if feasible, in accordance with the 
principles outlined in Appendix 1 to Inclosure No. 2 

b. Unit costs: 
Subject 
Name of DA Facility Price Obtained fror 
Product or Service Unit Cost Estimate *Nimilar Private Factlity (ies) 


c. *Name and address of similar privately-owned and operated faciilty (ies) 
from whom prices obtained. 
Action to be taken—indicate whether : 
a. Facility discontinue operation on - ; 
(date) 
Operation to be performed by ~-------~-- 

(Name of activity) 
b. Facility contiuue at current operating level. 
¢. Facility continue on modified level as follows: 
d. Facility continue at increased level of operation as follows: 
Justification for the action indicated in Item 14 above. 


EXHIBIT 11 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, 7 Apr. 1954. 
SECNAV 4860.5 
ONM M71/CFB :cah 
SECNAYV Instruction 4860.5 
From: Secretary of the Navy 
70- Chief of Naval Operations 
Commadant of the Marine Corps 
Chief of Naval Material 
Commander, Military Sea Transportation Service 
Chief of Naval Personnel 
Chief, Bureau of Yards and Docks 
Chief, Bureau of Ordnance 
Chief, Bureau of Ships 
Chief, Bureau of Supplies and Accounts 
Chief, Bureau of Medicine and Surgery 
Chief, Bureau of Aeronautics 
Chief of Naval Research 
Subj: Department of Defense Program for Review of Commercial and Indus- 
trial-type Facilities 
Encl: 
(1) SECNAV Instruction 4860.1 
(2) Report Form—summary of information required 
(3) Cost Principles for use in determination of Product and Services Cost 
(4) First Increment of Commercial and Industrial-type Facilities to be 
reviewed 


1. Purpose. It is the purpose of this Instruction to inform activities of the 
Naval Establishment of the Department of Defense program for a review of 
military commercial and industrial-type facilities and to provide for imple- 
mentation of the program. 

2. Background. The Department of Defense policy with respect to the owner- 
ship and operation of commercial and industrial-type facilities was promulgated 
within the Naval Establishment by enclosure (1), which also established the 
criteria for determining justification for continued use of Government-owned 
commercial or industrial-type facilities. 
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3. Definition. As used in this Instruction, commercial or industrial-type facili- 
ties are those devoted to an activity which normally might be performed by 
private industry, except commissaries, post exchanges, and nonappropriated fund 
activities. The term “facility” as used herein means an entire installation, a 
portion of an installation, or an activity or function being performed therein. 

4. Scope and Applicability. The provisions of this Instruction apply to all 
commercial and industrial-type facilities owned and operated, or proposed to be 
established, within the Naval Establishment, exclusive of : 


a. Those physically located within an active zone of action designated by 
the Secretary of Defense; 

b. Those that are an organic part of an authorized combat unit which is 
designed to be deployed to a zone of action; 

ce. Living quarters (officer and enlisted) and mess halls; 

d. NATO-financed facilities. (While excluded from this program, con- 
sideration should be given, however, to the maximum feasible utilization of 
facilities made available under NATO-financed programs in Europe.) 


Commercial or industrial-type facilities technically within the definition set 
forth above but regarded as borderline inclusions may be specifically exempted 
from the provisions of this Instruction upon approval by the Assistant Secretary 
of the Navy. 

5. Discussion. The commercial and industrial-type facility review program is 
designed to eliminate those facilities which do not meet one or more of the 
criteria established in enclosure (1). Cross-servicing principles are to be applied 
to items or services produced or performed by commercial and industrial-type 
facilities which are owned and operated by activities within the Naval Establish- 
ment. Facilities must be evaluated objectively and impartially in terms of the 
criteria set forth in enclosure (1), with each analysis and the conclusions drawn 
therefrom being capable of withstanding a most searching examination. Such 
factors as the necessity for ship-to-shore and troop rotation and the need for 
maintaining continued training ashore of enlisted ratings will be given adequate 
weight, while giving full consideration as well to: 


a. Obtaining the product or service from private enterprise ; 

b. Merging similar operations or functions being conducted at an installa- 
tion: 

ec. Merging similar operations or functions being conducted at several 
locations by the military departments into a facility of one of the depart- 
ments ; 

d. Releasing the facility or placing the installation, or a portion thereof 
in a “stand-by” status, with a reduction in commercial and industrial-type 
activity to the extent that only minimum essential housekeeping and sur- 
veillance functions are performed. 

6. Facility Analysis and Report Summary. Enclosure (2) may be used as 
a guide in the analyses of facilities and contains a listing of the information 
required in the reports. Reports will be prepared after detailed facility analyses 
have been made. The following factors are set forth for additional guidance in 
making the analyses: 

a. Cross-servicing with other similar Government facilities must be 
investigated whenever it appears that cross-servicing agreements with other 
Department of Defense agencies may be negotiated and concluded, due 
regard being given to the desirability of maximum simplification, and the 
need to integrate the local requirements with the over-all requirements of 
the military departments concerned. Products or services produced or 
performed by the commercial and industrial-type facilities within the Naval 
Establishment are to be made conveniently available to other Department 
of Defense activities, and the commercial and industrial-type facilities of 
other agencies are to be utilized wherever such use will not decrease military 
effectiveness or result in higher cost. 

b. In comparing military commercial and industrial-type facilities with 
similar privately owned and operated facilities, the analyses of privately 
owned and operated facilities usually will be limited to the extent required 
to reasonably determine their ability to produce the product or perform the 
service at or above the level of performance in the military facility, and at 
an equal or lower cost to the Government than if the product or service 
were furnished by a Government-operated facility. 
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ce. Cost studies of each facility’s operations, to be made in accordance 
with the provisions of enclosure (3), are to be included as an integral part 
of the review. When it is apparent that continued operation of a particular 
facility is not in keeping with current policy, cost studies are not required 
When it can be demonstrated that costs will not be a significant factor in 
justifying the continuation of Government-operated commercial and indus 
trial-type facilities, a request for authorization to omit the cost projection 
may be forwarded with substantiating reasons therefor to the Chief of 
Naval Material, via the management bureau, office, or Commandant of the 
Marine Corps. 

7. Review and Reporting Procedures. The program is to be implemented in 
several increments. The first increment of facilities to be reviewed shall con- 
sist of the continental United States facilities listed in enclosure (4). Analyses 
and reviews will be made and reports will be submitted as follows: 

a. Analyses and reviews of the industrial-type facilities listed in enclosure 
(4), part (a), will be made by the Commandant of the Marine Corps or 
the cognizant management bureau or office. Upon completion of the analyses 
and determinations the reports will be forwarded to reach the Assistant 
Secretary of the Navy by 15 July 1954. Reports of Navy activities will be 
forwarded via the Chief of Naval Operations. 

b. Analyses and reviews of the commercia!-type facilities listed in enclosure 
(4), part (b), may be conducted by the field activities concerned. Local 
determinations resulting therefrom may be implemented at the local com- 
mand level in accordance with policies as may be prescribed by the Com- 
mandant of the Marine Corps or the management bureau or office. The 
analyses and determinations will be forwarded to the Assistant Secretary 
of the Navy, via the Commandant of the Marine Corps or the management 
bureau or office, as they are developed; however, all reports must be com- 
pleted and forwarded to reach the Assistant Secretary of the Navy by 15 
February 1955. When the analyses and reviews are conducted by the field 
activities concerned, copies of the analyses and determinations will be 
retained by the field activities for review by the Naval Inspector General 
incident to field surveys conducted throughout the year. 


8. Central Office of Record. The Office of Naval Material will act as the central 
office of record for all reports submitted to the Assistant Secretary of the Navy. 

9. Expansion of Facilities. Prior to establishing or acquiring new facilities, 
or before expanding beyond the normal operating level any existing facilities 
used in commercial and industrial-type operations, approval will be requested 
from the Assistant Secretary of the Navy. Requests for approval will be for- 
warded via the cognizant management bureau, office, and the Chief of Naval 
Operations or the Commandant of the Marine Corps, and should be accompanied 
by a certification that the proposed facility is in accordance with the policy 
stated in enclosure (1), identifying the factor in paragraph 4 thereof which 
forms the basis for such certification, and containing a statement that the required 
needs cannot be effectively served by the existing facilities of all military depart- 
ments. The justification will also include, but need not be limited to, applicable 
information contained in enclosure (2). A cost study in accordance with the 
provisions of enclosure (3) wil! be made and included as an integral part of the 
review whenever the cost criteria contained in paragraph 4 of enclosure (1) is 
a pertinent factor in justifying the establishment of a facility. When it can be 
demonstrated that costs will have no influence in the determination as to the 
establishment of Government-operated commercial and industrial-type facilities, 
the cost projection need not be made unless specifically required by a reviewing 
authority. Normal fluctuations in the level of operations carried on in existing 
physical plants performing commercial and industrial-type operations are ex- 
cepted from the reporting requirements of this Instruction. The criteria in 
enclosure (1) and the guidance factors set forth herein shall be applied when 
operations are resumed in plants previously inactivated for reasons other than 
compliance with this Instruction, but operations so resumed are excepted from 
the reporting requirements of this Instruction. 

10. Additional Review Requirements. Additional facilities will be subjected 
to analysis and review in succeeding increments and will be made the subject 
of separate instructions. Pending formulation of such increments, the Com- 
mandant of the Marine Corps and management bureaus and offices are encour- 
aged to initiate reviews of additional types of commercial and industrial-type 
facilities in activities under their management control. Reports of such reviews 
will be processed in accordance with paragraph 7(a) above. 
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11. Implementation. Action addressees of this Instruction are directed to take 
immediate action to implement this program at shore activities under their 
management control, or, in the case of shore activities assigned to the Operating 
Forces, under their financial responsibility. Sufficient copies of this Instruction 
are being provided to permit further distribution to all shore activities. 

12. Report Control Symbol. Report Control Symbol DD-S&L (AR) 140 has 
been assigned to the reporting requirements of this Instruction. 


R. H. FoGcier, 


Assistant Secretary of the Navy. 
Copy to: 


NAVCOMPT 
ASTSECNAV 
ASTSECNAV (AIR) 
OGC 

OIR 
ADMINASTSECNAV 


(Enclosure (1) ) 
SECNAYV 4860.5 
7 April 1954 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, 18 Jan. 1954. 


SECNAV 4860.1 
ONM M71/CFB :cah 

SECNAYV Instruction 4860.1 
From: Secretary of the Navy 
To: Chief of Naval Operations 

Commandant of the Marine Corps 

Chief of Naval Material 

Commander, Military Sea Transportation Service 

Chief of Naval Personnel 

Chief, Bureau of Yards and Docks 

Chief, Bureau of Ordnance 

Chief, Bureau of Ships 

Chief, Bureau of Supplies and Accounts 

Chief, Bureau of Medicine and Surgery 

Chief, Bureau of Aeronautics 

Chief of Naval Research 
Sub: Commercial and Industrial-type Facilities 


1. Purpose. To promulgate the Department of Defense policy with respect to 
the ownership and operation of commercial and industrial-type facilities within 
the Naval Establishment. 

2. Definition. Commercial and industrial-type facilities are defined for pur- 
poses of this Instruction as those devoted to an activity which normally might 
be performed by private industry, except commissaries, post exchanges, and non- 
appropriated fund activities. 

3. Policy. In support of the principle that free competitive enterprise should 
be fostered by the Government, privately owned or government-owned and pri- 
vately operated commercial and industrial-type facilities will be used to the 
greatest extent practicable, recognizing the basic military necessity for integrated, 
self-sustaining units responsive to command and the necessity for operating 
anywhere in the world. Unless it can be demonstrated that it is necessary for 
the Government itself to perform the required work or service, activities within 
the Naval Establishment shall not engage in tlie operation of commercial or 
industrial-type facilities. 

4. Criteria. The following factors would justify establishment or continued 
use of government-owned commercial or industrial-type facilities : 

a. The absence of private facilities of sufficient capacity located within 
a reasonable distance from the point of demand. This may be particularly 
applicable in isolated areas. However, the possibility of inducing private 
industry to undertake the operation must be examined. 
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b. Substantial savings to the Government resulting from performance at 
a government facility, provided that the true cost basis must be used in 
evaluating government operations, including all allocable items of overhead 
and personnel. 

c. The necessity for meeting the military demand at all times without 
delay, particularly where abnormal or fluctuating military demand dis- 
courages private investment, with the result that the current or mobilization 
need cannot be met. 

d. The need for training military personnel for advance base or overseas 
operations where private sources will not be available for the particular 
work or service. 

e. In connection with certain operations, the necessity for complete com- 
mand control in order to avoid compromise of highly classified security 
information. 

f. The necessity for protection of installations and personnel in areas of 
unusually hazardous operations. 

g. The necessity for the complete demilitarization prior to final disposal of 
certain types of military equipment. 

h. Any other factor clearly demonstrating a particular government oper- 
ation to be in the public interest. 

5. Effective Date. The policy outlined herein shall be effective immediately. 
R. H. Foerer, 
Assistant Secretary of the Navy. 
Copy to: 
NAVCOMPT 
Authenticated : 
S. S. Hoos, Commander (SC), USN. 


(Enclosure (2) ) 


SECNAY 4860.5 
7 April 1954 


Scusject MatTrer To Be INCLUDED IN THE SUMMARY Reports OF ANALYSIS OF THI 
DEPARTMENT OF DEFENSE COMMERCIAL AND INDUSTRIAL Factuitires (REPORT 
ConTROL SymBoLt DD-S&Li( AR)140) 


1. Type of Facility 
Name and address of facility 
Name and address of organization to which facility is directly responsible 
Projected period covered for analysis purpose 
Principal products or services to be produced or performed 
Indicate whether: Government-owned and Government-operated 
Leased from private enterprise and Government-operated 
Personnel to be engaged: Monthly Average Number— Military 
Civilian 
Total 
Method of financing: a. Appropriated funds 
b. Working capital funds (specify) 
ce. Other 
Value of facility and plant equipment 
Indicate: 
a. Optimum capacity 
b. Estimated percentage of utilization of optimum capacity 
a. Has the feasibility of cross-servicing with other similar Federal facilities 
been investigated ? 
b. If yes, indicate the similar Federal facility considered : 
Names and address Miles away Comparative size 
a. Has the feasibility of obtaining the product(s) or service(s) from similar 
xovernment-owned and privately operated or privately owned and oper: 


ated facilities been investigated ? 
b. If ves, indicate the private facilities considered : 


Name and address Miles away . 
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13. Cost data (This portion will be filled out in accordance with paragraph 6c 
of the basic Instruction.) 

a. Total estimated cost of product or service for projected period. Include 
supporting cost statement showing details of projected cost estimate and 
comparison with historical costs, if feasible, in accordance with the 
principles outlined in Enclosure (3) of this Instruction. 

b. Unit costs: 


Name of Subject Price Obtained from 
Product or Service DOD Facility *Similar Private 
Unit Cost Estimate Facility (ies) 


c. *Name and address of similar privately-owned and operated facility (ies) 
from whom prices obtained. 
14. Action to be taken—indicate whether: 
a. Facility discontinue operation on____--~~ oe ; 
t (date) 
CEERIOR: 00 WO ROE iis i i ok in eck cn denne 
(Name of activity) 
b. Facility continue at current operating level 
c. Facility continue on modified level as follows: 
d. Facility continue at increased level of operation as follows: 
15. Justification for the action indicated in Item 14 above. 
16. Date of submission of previous analysis. 


(Enclosure (3) ) 
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Cost PRINCIPLES FOR USE IN DETERMINATION OF PRODUCT AND SERVICES CosTs OF 
INDUSTRIAL AND COMMERCIAL FACILITIES OWNED AND OPERATED BY THE DEPART- 
MENT OF DEFENSE 

I. PURPOSE 


It is the purpose of the following to furnish guidance in cost accounting 
methods to be employed to assist in formulation of decisions concerning cross- 
servicing, establishment or continuance of facilities. 


Il. BASIS OF REPORTING COSTS 


A. Reports of cost estimates, in terms of units of product or service, as well 
as aggregate amounts or elements of cost, are required to be made under pro- 
jected conditions. Actual cost data may be used in making such estimates only 
to the extent that this basic principle is observed. Such cost estimates should 
represent, therefore, estimated expected costs based on practical considerations 
of estimated operating programs of planned production in terms of labor, mate- 
rial and facilities requirements for units of product or services. 

B. To the extent feasible, cost estimates should be validated by actual cost 
records for the installation if it has been operated in the past, or by actual cost 
reports of a comparable installation if one exists—taking into consideration in 
either case the difference in workload and elements of costing as hereinafter 
outlined. 

C. When the cost studies being made are for the purpose of making decisions 
involving selection of one or more facilities among several of the same type 
for continuing use, or the closing of higher cost facilities, it may be desirable 
that the cost data of all facilities under study be susceptible of more or less 
detailed comparisons as well as be determined on an over-all comparable basis. 
Therefore, when cost data from two or more similar facilities are required for 
these purposes, more specific instructions on cost estimating than are provided 
in these instructions should be prepared. In general, it must be observed, diffi- 
culties of cost estimating, as well as basic differences in facilities or operating 
circumstances, may make it impossible to obtain complete and fully accurate 
cost comparability between similar facilities. 

D. Reports of cost estimates of a given installation or facility should show 
the aggregate cost for the planned production classified by direct labor, direct 
material and overhead for the projected period. Where overhead is estimated 
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vb a departmental or cost center basis, such departmental overhead cost esti- 
mates should be shown. Estimates of the aggregate and unit costs of product 
or products of the installation or facility should also be shown in the report of 
cost estimates; the sum of the estimated total costs of all products should be 
in agreement with the aggregate cost of labor, material and overhead for the 
total planned production. , 


Ill. REVIEW AND CERTIFICATION OF COST DATA 


The Office of the Navy Comptroller will promulgate appropriate instructions 
relative to review and certification of cost data. 


IV. DEFINITION OF COST 


A. All elements of cost which are incurred by the Government in making a 
product or rendering a service at an industrial or commercial-type installation 
shall be included, whether or not those costs are borne by the activity or im- 
mediate department concerned or are normally considered in the cost accounting 
system employed in the activity. 

B. Where the activity is or is planned to be part of a larger installation which 
furnished supervision or supporting services to it, the estimated costs of all 
such supervision and services shall be included in the cost estimates. On the 
other hand, the cost of services furnished or to be furnished by the industrial 
activity to other missions of the installation do not contribute to product costs, 
and should be exciuded from cost estimates. Moreover, there shall also be 
excluded from the estimates, supporting administrative overhead costs of super- 
visory or staff offices at higher echelons outside the immediate location of the 
activity concerned. 

C. Cost estimates shall not include hypothetical costs, such as taxes (except 
to the extent payments are made in lieu of taxes), nor shall they include the 
element of profit, as would be required in order to match all the elements that 
may be found in price comparisons with similar private commercial operations. 


V. ELEMENTS OF COST 


Subject to the above over-all criteria for determining costs, the following ele- 
ments shall be included. Failure to mention any specific item is not intended 
to imply that it shall not be included. 

A. Personnel Services 

1. Civilian personnel. Costing estimates for personal services of civilian per- 
sonnel will be on the following basis: 

(1) Estimates for services of Groups IVA and IVB (Graded) personnel or IVB 
type personnel at extra-continental activities will be on the basis of the actual 
current rate of pay for the employees in each pay grade or on the basis of an 
estimated average rate of pay for employees in each pay grade. 

(2) Estimates for services of Groups I, II and I1I employees will be on the 
basis of an average rate of pay for all employees of a shop or activity (function). 
The cost analysis estimate will take into account the type of commercial or indus- 
trial production being performed. If the productive activity embraces two or 
more processes or two or more basic trades, separate average rates for each proc- 
ess “shop” or basic trade will be used in arriving at the estimate for personal 
services, in order that separate consideration may be given to each type of product 
or activity (function) performed. 

(3) A factor for annual, sick and holiday leave will be added to the labor rates 
in arriving at the total cost of personal services. In the case of activities pres- 
ently operating under the Naval Industrial Fund, the instruction contained in the 
Activity Industrial Fund Manual for computation of the leave factor will be 
followed. In the case of activities not operating under NIF, the factor for leave 
will be established as a percentage of the labor rates used in computing the cost 
of personal services, and will be computed as follows, with an accrual rate for 
annual leave to be based on the following factors: (a) Maximum legal accruals, 
less (b) an allowance for leave which it is estimated will be legally lost based on 
experience. For example, the average legal accrual rate for a particular activity 
may be 20 days, based on the number of days accrued by each person, divided by 
the number of persons taken into account. However, this is reduced by two days 
as it is the activity’s experience that the number of days of annual leave earned 
and legally lost averages two days per employee, so that the net effect is an 
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average leave charge of 18 days per year. If in this case it is the activity’s 
experience that the average sick leave taken per year is 8 days, and there will be 
9 days of holidays, election days and other special days of absence without charge 
to leave during the year, the leave computation will be as follows: 


Total Days Per Year 


Leave i aa ce ene 365 
meas A ima OE a a i ag 18 
Sick set a ee Pee A eee 8 
Sun aru IU I UII SO otf ee re 
pateraays and Gundays......co cn xeieteeeteae ee, 104 
ee ere tan eg nn cain mente evs ehisaewns mains 139 
Average Working Days___.______________ com 226 
The annual rate is then calculated as follows: 
iverage Average 
Type of Leave Days Annually Work Days lecrual 
TI ite thE an gt oe see 4 18+ 226 . O80 
Sick Leave Used______- : . 8+ 226 . 035 
Holiday and Other_____- ici ae Mi i 9+ 226= . 040 
Composite leave accrual factor... —-____~- ¥ ovate eee ' . 155 


This added factor will be applied whether the personal services constitute 
direct labor, the indirect labor cost of production departments or the personal 
services included in general and administrative overhead expense. Because the 
leave factor has been included as a cost of personal services, it need not be con- 
sidered separately as an item of cost. Where overhead is prorated on direct 
labor dollars the direct labor cost will include the factor for leave. 

2. Military pay and allowances. Military personnel services shall be priced 
in accordance with NAVCOMPT Instruction 7310.2 of 7 October 1952. Stand- 
ard military compensation rates have been prescribed for statistical costing of 
military services for work performed at industrial establishments financed by 
industrial funds and are available for application in all other areas for accumu- 
lation of cost estimates. 

3. Personnel services (whether civilian or military) will be classified as direct 
labor when the costs are incurred in performing work identifiable with a product. 
Labor costs should be estimated on the basis of the best available work measure- 
ment and performance data. While labor cost estimates for such factors as 
machine set-up, rework time, waiting, and other excess time should be treated 
in most cases as indirect costs, it will be permissible to include these factors as 
direct costs, if the cost estimating methods are not so refined. Supervision, 
maintenance and similar personnel services should be classified as indirect costs. 


B. Materials and Supplies 


1. Direct materials include all items purchased, supplied, manufactured or 
fabricated which enter directly into the end-product. Wherever feasible, esti- 
mates of material quantities required for production should be based on esti- 
mated or actual bills of material. In addition, proper consideration should be 
given to costs of reasonable material over-runs, spoilage and defective work. 
Such material estimates should be costed by applying the current replacement 
price to the quantity required as may be established by published service-wide 
catalogs or price lists or other available sources of current market prices. 
Freight, transporation and material handling costs shall be included, whether 
such costs are treated as direct or indirect. Additionally, a factor shall be added 
for the estimated expense of procurement, warehousing, or other elements of 
supply administration at depot level related to categories of material to be 
acquired from a stock fund of one of the departments or from appropriation 
purchase or other account. Government-furnished material received for assem- 
bly or fabrication shall be costed in the same manner as other materials. 

2. In calculating the total costs of materials, there shall be deducted all trade 
discounts, rebates, and other allowances. Deductions will be made from either 
material costs or aggregate costs for cash discounts or other credits including 
estimates for recovery or sale of production scrap. 
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3. Estimates of costs of indirect materials and supplies may be calculated by 
applying experience ratios to the cost of direct materials or by other methods 
in estimating indirect costs. 


C. Indirect Costs (Overhead) 


1. Indirect or overhead costs in industrial or commercial-type installations gen- 
erally fall into the folowing categories : 


a. Manufacturing or production expenses—i. e., indirect cost of production 
departments. 

b. General and administrative expenses—costs incurred in general manage- 
ment and supervision of the installation as a whole. 


2. Budgets for indirect costs should be projected on the basis of the planned 
schedule of production. If varied products are to be produced indirect costs 
should be departmentalized and separate department overhead rates should be 
estimated. Where only one product is to be produced (or where all products 
are generally subject to the same processing) an over-all overhead rate for the 
plant will suffice for product costing purposes. The overhead rates may be 
applied to direct labor dollars or hours us preferred for cost allocation to the 
product. 

3. In the event of future changes in the planned volume of production, it would 
be advisable initially to segregate the fixed and variable overheads to the extent 
feasible, so that the basis for estimating different overhead rates for several 
production levels may be available for future estimates if needed. 

4. Some special items of overhead for inclusion are the following: 

a. Interest on invested capital. Interest on capital estimated to be normally 
invested in inventories and plant and equipment used in production of the end- 
product is to be included as a cost of operation. Such interest shall be computed 
at the current rate for long-term Treasury obligations. The rate used and the 
amounts of invested capital should be disclosed in the cost estimates. 

b. Depreciation. (1) Depreciation of plant and equipment—buildings and 
machinery and equipment used in carrying on operations—shall be applied by 
formula to product or services as a part of overhead costs. The method of allo 
cating depreciation should be one that aims to distribute fairly the cost of plant 
and equipment over its estimated useful life considering the factors of wear and 
tear and obsolescence, but not loss of property due to fire or other similar hazards. 
The straight-line method of depreciation is suggested for use for major property 
classes and not by individual items. The estimated useful lives and rates of 
depreciation indicated in Treasury Bulletin “F”’ may be used as a guide in esti- 
mating the cost of depreciation. However, such rates are not always reasonable 
in application in specific cases. The method and rates used should be explained 
in comments supporting the cost estimates. The basis for depreciation should 
be actual costs of the facilities, if available; otherwise in accordance with 
engineering advice. 

(2) No depreciation should be allocated to cost of product for excess plant 
and equipment when the amounts are significant. 

(3) If it is believed necessary to assume that activities already in existence 
might not be used for any other purpose in the event of procurement of the goods 
or services from private industry, and the expenses of such activities would go 
on in any event, a separate statement shall be included with the report setting 
forth the possibilities regarding alternative uses of the activities with cost esti- 
mates showing the amount and nature of fixed charges which are recommended 
for exclusion from the cost estimates. Consideration will then be given by higher 
authority to the elimination of such fixed charges for price comparison purposes 
consistent with the theory of “sunk” costs in private business, i. e., all fixed costs 
which result from the maintenance of an organization are not necessarily an 
element of cost applicable to a particular product in the formulation of a price. 

c. Utility services. Utility services such as communication, ‘power, gas and 
water, whether or not to be paid directly by the industrial facility, should be 
costed based on estimates prepared by departmental engineering or other services. 
Usage should be estimated and predetermined rates established to be applied to 
estimates of labor or machine-time, space occupied or other appropriate factors 

d. Maintenance and repairs (including protective services). (1) Operating 
costs should include cost estimates of maintenance and repairs and protective 
services for buildings and structures, grounds and equipment. Generally accepted 
accounting principles should be followed in distinguishing between a capital 
charge and operating expenses. Thus, all additions and replacements to property 
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will be treated as a capital charge and, therefore, will be included in cost esti- 
mates only to the extent of depreciation charges. Costs of maintenance and 
repairs may be computed at an annual rate per square foot for the type of plant 
and equipment in accordance with engineering advice. 

(2) If desired, occupancy rates equivalent to rentals, may be computed and 
used in cost estimating to include all maintenance and repairs, depreciation on 
buildings, protective services and utilities. This is especially appropriate where 
only a portion of a building is occupied by the activity. 

e. Government's contribution to Civil Service Retirement and Disability Funds. 
Cost estimates should include contributions to the Civil Service Retirement Sys- 
tem. There are two elements in the annual contribution—the first being amortiza- 
tion of past-service liability over a time period which may be changed every five 
years according to policy ; the second element is normal support of the plan plus 
interest on the unamortized portion. The current normal support based on 1953 
appropriations amounts to 2.78% of Government payrolls. An approximate rate 
of 3% on civilian personnel services is recommended for use in estimates of cost 
of product. 

f. Injuries and damages paid through the U. S. Employees Compensation Com- 
mission. (1) Cost of compensation to employees shall be estimated based on 
previous years’ disability and death experience. Accident experience data 
(including total costs and cost per employee) are reported annually by the 
Bureau of Employees Compensation, Department of Labor, for each Federal 
department and agency. For the Department of Defense the data for the Army 
are reported in total only; for the other military departments data are shown by 
bureau or command and for selected specific installations. 

(2) The estimates shall include compensation plus cost of medical services 
(generally furnished by Public Health dispensaries) but shall exclude leave 
cost. Since casualties fluctuate considerably from year to year, the estimate 
shall be based on the average experience of the most recent four years reported 
for the particular installation, bureau or command or department. 

g. Insurance. (1) Operating costs should include an estimate for insurance 
for the purpose of arriving at an allocable charge for replacement or repair of 
plant, equipment and inventories damaged or destroyed by fire or other hazards. 
It is not intended that costly independent appraisals of insurable values should 
be obtained. Based on engineering advice, a percentage factor should be applied 
to cost of insurable assets to arrive at approximate replacement costs. Annual 
premium rates prescribed by each department for the various types of buildings 
and contents may then be applied to the amount of coverage. 

(2) In addition to estimates for the equivalent of fire insurance, costs equal 
to premiums for public liability compensation for bodily injury and property 
damage should be estimated at payroll rates prescribed by each department in 
accordance with advice of Government insurance experts and lawyers pursuant 
to the Federal Torts Claims Act. 

h. Property and other taxes. (1) If and when Government installations are 
subject to property or other taxes under State and local laws product costs should 
include an estimate for such payments. Advice of the legal sections of the mili- 
tary departments should be obtained in each case. 

(2) Include in cost estimates the Federal Government’s share of social security 
taxes applicable to civilian employees covered thereunder. 





(Enclosure (4) ) 


SECNAV 4860.5 
7 April 1954 


FIRST INCREMENT OF COMMERCIAL AND INDUSTRIAL FACILITIES TO BE REVIEWED 
(CONTINENTAL UNITED STATES) 


a. Industrial-type Facilities 
Aluminum Smelting or Sweating Facilities are defined as those facilities 
which are engaged in the process(es) of reducing aluminum scrap into in- 
gots. It does not include a foundry which is a part of an integrated facility 
and which reclaims aluminum scrap primarily for use in its own operations. 
Scrap Metal Baling is that process whereby light metal scrap such as 
sheet metal scrap, clippings, skeleton scrap, etc., is compressed by either a 
portable or stationary press into convenient sizes for sale. 
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Clothing Factory and Cloth Sponging Plant—these are defined as the 
Army Clothing Factory and Marine Corps Clothing Factory at Philadelphia, 
Pa. 

Coffee Roasting Plant is a plant capable of roasting, blending, and packag- 
ing coffee in accordance with military specifications for issue to an assigned 
area. 

Motion Picture Studios are defined as studios operated for the purpose of 
producing motion picture films. 

Paint Factory is a facility similar to the Navy’s paint manufacturing 
facilities at Norfolk and Mare Island Naval Shipyards which manufacture 
paint from raw materials for issue in the supply system. 

Rope walk is the Navy’s facility at Boston Naval Shipyard which manu- 
factures fiber cordage for issue in the supply system. 

Sawmills are facilities which are operated in conjunction with a logging 
operation. Sawmills take timber from the logging operation and saw logs 
into rough or finished lumber. Sawmills exclude the operations carried on 
in a typical carpenter or other woodworking facility which is a part of an 
integrated activity and is concerned with processing rough or finished lumber 
in support of the activity’s mission. 

b. Commercial-type Facilities 

Bakery—a centrally-located bake shop, not a part of the gallery or kitchen 

or a general mess, which supplies bread and pastries to: 
a. Messes for consumption, or 
b. Commissaries for distribution to messes, or 
c. For resale to service personnel as individuals. 

Clothing Reclamation Shop is a facility which receives a miscellaneous 
assortment of used and/or issued clothing and inspects, sorts, counts, cleans, 
washes, renovates, patches, mends, repairs, packages, and repacks this 
clothing for further issue to the service-wide supply system. 

Furniture Repair Shops are those facilities operated for the purpose of 
repairing, mending, refinishing or otherwise rehabilitating furniture for 
issue to the service-wide supply system. 

Ice Cream Manufacturing Plant—a facility which manufactures ice crean 
for messes for consumption or for commissaries for issue to messes or sale to 
military personnel as individuals. Excepted is the occasional ice cream made 
in organized messes with equipment normally furnished to galleys or 
kitchens. 

Laundries and/or Dry Cleaning Plants are defined as those fixed-type 
faciilties which are operated for the purpose of washing, steaming or other 
wise cleaning textile products simiiar to services performed by commercial 
facilities for the general public. 


EXHIBIT 12 
AFR 400-8 
1—5 


AIR Force REGULATION DEPARTMENT OF THE AIR FORCE. 
No. 400-8 WASHINGTON, 3 May 1954. 
LOGISTICS 
COMMERCIAL AND INDUSTRIAL FACILITIES 


Paragrapn 
Purpose and Scope 
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1. Purpose and Scope. This Regulation establishes Air Force policy with re- 
spect to the ownership and operation of commercial and industrial type facilities, 
and prescribes the basic program and guidance for establishing or continuing 
such facilities in operation. It applies to all Air Force activities within the 
Zone of Interior. 
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2. Definitions. For the purpose of this Regulation the following definitions 
will apply: 

a. Commercial or industrial type facilities are those devoted to an activity 
which normally might be performed by private industry, except commis- 
saries, post exchanges, and nonappropriated fund activities. 

b. Facility means an entire installation, a portion of an installation, or an 
activity or function being performed therein. 

3. Policy. The Air Force supports the basic principle that free competitive 
enterprise should be fostered by Government. Therefore, privately owned or 
Government-owned and privately operated commercial and industrial type facil- 
ities will be used by the Air Force to the greatest extent practicable, recognizing 
the basic military necessity for integrated, self-sustaining units responsive to 
command and the necessity for operating anywhere in the world. It is the policy 
of the Air Force to engage in the operation of commercial or industrial type 
facilities only when it can be demonstrated that it is necessary for the Govern- 
ment itself to perform the required work or service. 

4. Criteria. Those factors which would justify the continued use of, or the 
establishment of, Government-owned commercial or industrial type activities 
are: 

a. The absence of private facilities of sufficient capacity, located within 
a reasonable distance from the point of demand. This may be particularly 
applicable in isolated areas. However, the possibility of inducing private 
industry to undertake the operation must be examined. 

b. Substantial savings to the Government resulting from performance at 
a Government facility, provided that the true cost basis must be used in 
evaluating Government operations, including all allocable items of overhead 
and personnel. 

e. The necessity for meeting the military demand at all times without 
delay, particularly where abnormal or fluctuating military demand dis- 
courages private investment, with the result that the current or mobilization 
need cannot be met. 

d. The need for training military personnel for advance base or oversea 
operations where private sources will not be available for the particular 
work or service. 

e. In connection with certain operations, the necessity for complete com- 
mand control, in order to avoid compromise of highly classified security 
information. 

f. The necessity for protection of installations and personnel in areas of 
unusually hazardous operations. 

g. The necessity for the complete demilitarization prior to final disposal 
of certain types of military equipment. 

h. Any other factor clearly demonstrating that a particular Govern- 
ment operation would be in the public interest. 

5. Tupes of Facilities. The provisions of this Regulation apply to all com- 
mercial and industrial type facilities (as defined in paragraph 2) owned and 
operated, or proposed to be established and operated, by the Air Force exclusive 
of: 

a. Those physically located within an active zone of action designated 
by the Secretary of Defense. 

b. Those that are an organic part of an authorized unit which is designed 
to be deployed to a zone of action. 

e. Living quarters (officer and enlisted) and mess halls. 

d. NATO financed facilities. (While excluded from this program, con- 
sideration should be given to the maximum feasible utilization of facilities 
made available under NATO-financed programs in Europe.) 

6. Implementation: 

a. In view of the magnitude of this undertaking, the program will be 
implemented progressively by selecting and defining facilities for review. 
The first increment will consist of the continental United States facilities 
listed in Attachment 3. It is not intended that this listing preclude any 
command from conducting reviews of other types of commercial and indus- 
trial facilities either within or outside the continental United States. 

b. Additional reviews of other facilities will be scheduled from time to 
time by Headquarters USAF. 

e. It is not the intent of this Regulation to require on-site surveys (field 
visits) to all facilities encompassed by this program. Such surveys should 
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be made only as necessary to ascertain facts required to enable sound review 
of a facility, and the application of established policy and criteria. 
. Responsibilities. Each commander of a major air command will: 

a. Be responsible for making analyses and determinations pertaining to 
military, commercial, and industrial type facilities and similar privately 
owned and operated facilities, except that analyses and determinations 
concerning facilities and functions enumerated in AFR 20-6 will be accom- 
plished in accordance with that directive. The analysis of privately owned 
and operated facilities usually will be limited to the extent required to 
reasonably determine their ability to produce the product or perform the 
service : 

(1) At or above the level of performance in the military facility. 

(2) At an equal or lower price than if the product or service were 
furnished by a Government-operated facility. 

b. Require that each such analysis and determination be conducted in 
accordance with policy and criteria set out in this Regulation. Such analy- 
sis and determination must be objective and conducted on an impartial 
basis; they must withstand a most searching examination. Full considera- 
tion will be given to: 

(1) Obtaining the product or service from private enterprise. 

(2) Merging similar operations or functions being conducted at an 
installation. 

(3) Merging similar operations or functions which are being con- 
ducted at several adjacent locations at a single installation within the 
area. 

(4) Merging similar operations or functions which are being con- 
ducted at several locations by the military departments into a facility 
of one of the departments. 

(5) Releasing the facility or placing the installation, or a portion 
thereof, in a “stand-by” status with a reduction in commercial and in- 
dustrial-type activity to the extent that only minimum essential house- 
keeping and surveillance functions are performed. 

ce. Require a cost study of each facility's operation, to be made in accord- 
ance with the provisions of Attachment 1 and include it as an integral part of 
the review whenever the criterion contained in paragraph 4b of this Regu- 
lation is a pertinent factor in justifying the establishment or continuation of 
an activity. When it can be demonstrated that costs will have no influence 
in the determination as to the continuation or establishment of Government- 
operated commercial and industrial type facilities, the cost projection need 
not be made unless specifically required by the commander of a major air 
command or by Headquarters USAF. 

d. Secure the approval of Headquarters USAF prior to establishing or 
acquiring new physical plants, or expanding existing physical plants, used 
for the performance of commercial and industrial type operations. Requests 
for approval should be accompanied by : 

(1) A certification that the proposed facility is in accord with policy 
as set forth in this Regulation (identifying the criteria which form the 
basis for such certification), and that the required needs cannot be 
effectively served by the existing available facilities of all departments, 
as far as can be determined. 

(2) A justification including, but not limited to, information required 
by the applicable items contained in Attachment 2. 

Headquarters USAF approval! will not be required for : 

(1) Projects for alteration, modification, or expansion of a storage 
or warehousing facility, and projects for installation of equipment or 
storage aids in such a facility, costing less than $20,000. (The term 
“storage and warehousing facility” includes supporting facilities such 
as packing and crating areas, box and crate shops, receiving and ship- 
ping rooms, and facilities for the care, processing, preservation, packag- 
ing and packing of supplies. ) 

(2) Changes in equipment, undertaken for the purpose of increased 
efficiency, rehabilitation, replacement of obsolete or worn-out equipment, 
and so forth, which do not involve a significant expansion in the capacity 
of a commercial or industrial type operation; also, changes in real 
property carried out in accordance with AFR 93-3 and which are ex- 
empted therein from Headquarters USAF approval, provided such 
changes do not involve a significant expansion in the capacity of a com- 
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mercial or industrial type operation. (As used here, “significant ex- 
pansion” means an expansion in capacity which would so modify the 
factors used in the original analysis and determination as to require a 
new analysis and determination in accordance with the policy and 
criteria set forth in this Regulation, with particular reference to the 
criterion in paragraph 4b.) 

(3) Normal fluctuations in the level of operations carried on with 
existing facilities performing commercial and industrial type operations, 
not involving changes in the physical plant. 

(4) Resumption of operations in plants previously inactivated for 
reasons other than the policy and criteria set forth in this Regulation, 
and not involving changes in physical plant in excess of limits already 
authorized to major air commands, provided that in the case of such 
resumption or reactivation the policy and criteria set forth in this 
Regulation will apply. 

e. Maintain files of official analysis reports and determinations made 
thereon, together with copies of summary reports as outlined in Attachment 
2, at a central point, and assure ready access to the complete reports by 
Headquarters USAF. 

f. In carrying vut this program, it will also be the responsibility of each 
commander of a major air command to make available to other Department 
of Defense facilities, insofar as practicable and in accordance with existing 
regulations and instructions, the products or services produced or performed 
by the commercial or industrial type activities retained in his command. 
Conversely, each commander of a major air command will utilize the com- 
mercial and industrial type facilities of other Department of Defense and 
Federal agencies wherever such use is feasible and will not decrease military 
effectiveness or result in higher cost. In connection herewith, approval of 
Headquarters USAF is required for implementation of cross-servicing agree- 
ments involving operational systems (that is, communications) which em- 
brace a number of commands or units. 

g. After the initial anaiysis and determination have been completed in 
the case of any given commercial or industrial type facility, in accordance 
with this Regulation, additional analyses and determinations are required 
only when the factors on which the previous determination was based are 
altered to such an extent as to warrant re-evaluation. 

8. Reports, RCS: DD-S & L (AR) 140. Each commander of a major air com- 
mand will promptly notify Headquarters USAF whenever facilities are discon- 
tinued or curtailed as a result of this program and the policies and criteria set 
forth in this Regulation. In addition, each commander of a major air command 
will be prepared to promptly furnish complete and accurate data on any aspect 
of the program upon request from Headquarters USAF. Reports submitted to 
Headquarters USAF by the commanders of major air commands (that is, reports 
of facilities discontinued or curtailed, requests for establishment or expansion 
of facilities, special reports which may be requested by Headquarters USAF 
from time to time) should be so arranged that any given report will cover no 
more than one category of facilities, and the reports should be addressed to 
Headquarters USAF for the attention of the Air Staff agency of primary interest 
as indicated in Attachment 3. 


By Order of the Secretary of the Air Force: 
Official : N. F. TWINIne, 
Chief of Staff, United States Air Force. 
K. E. THIERAUD, 
Colonel, USAF, 
Air Adjutant General. 


3 Attachments: 

1. Cost Principles for Use in Determination of Product and Services Costs 
of Industrial and Commercial Type Facilities Owned and Operated by 
the Air Force, and Appendix. 

2. Subject Matter to Be Included in the Summary Reports of Analysis of 

Air Force Commercial and Industrial Facilities. 

3. First Increment of Commercial and Industrial Facilities to be Reviewed. 
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AFR 400-8 


Cost PRINCIPLES FOR USE IN DETERMINATION OF PRODUCT AND SERVICES CosTs 
OF INDUSTRIAL AND COMMERCIAL TYPE FACILITIES (OWNED AND OPERATED BY 
THE AIR FORCE 


1. Purpose. The purpose of these cost principles is to establish uniform 
methods and procedures for use in the development of cost estimates upon which 
commanders of major air commands will formulate decisions required in the 
execution of the program directed in AFR 400-8. 

2. General: 

a. The cost estimating principles set forth herein should be followed to 
assure full cost coverage of the activity to be surveyed. Generally, all cost 
elements mentioned will be applicable to any activity. The methods sug- 
gested for computing the elements of cost may be varied as required, in 
order to obtain the most realistic estimate of cost possible. It is recognized 
that this directive is generally more applicable to an activity which can 
be isolated from other activities or installations, for cost estimating pur- 
poses. Subsequent increments of activities to be surveyed will be progres- 
Sively less susceptible to this method of treatment, as some cost surveys 
may be directed at a single activity or function which is a minor portion 
of and intricately interwoven into a larger function or activity. In the 
latter instance commanders of major air commands are urged to issue more 
detailed instructions covering specific activities to be surveyed within their 
commands; however, instructions issued under this authority must be com- 
patible with the principles set forth herein. Where engineering standards 
and factors are available or can be easily developed, then such standards 
or factors should be used and explained in a footnote to the cost estimate. 
Complicated formulas and costly surveys should be avoided. Procedures 
and methods generally should be carefully selected to assure that they are 
practical, realistic, and will obtain a reasonably fair and accurate result. 

b. in most cases, cost estimates will be prepared only under the criteria of 
paragraph 4b of this Regulation. 

3. Definition of Cost: 

a. General. All elements of cost which are incurred by the Government in 
making a product or rendering a service at an industrial or commercial type 
activity or installation will be included. Normally certain costs, but not all, 
will be borne and accounted for by the activity concerned. It is intended 
that for cost survey purposes, there shall be added to these all additional 
costs paid by the Department concerned or other segments of the Government 
to obtain a fair estimate of the total governmental cost involved. 

b. Specific: 

(1) Direct costs are those elements of cost that can be readily identi- 
fied with specific units of a product, process, job, or department. Direct 
costs are classified as direct labor and direct material. 

(a) Direct labor is the cost of the labor applied directly to specific 
units of a product, process, job or department. 

(b) Direct materia! is the cost of the material that is consumed 
in and can be identified as a part of the product processed or 
produced. 

(2) Indirect costs include all costs which are not capable of being 
identified with a specific product or service. In other words, it includes 
everything except direct labor and direct material. It is made up of 
costs incurred in manufacturing a product or rendering a service other 
than the material that enters into and becomes a part of the finished 
product and the labor expended upon such material to change its form, 
shape, or nature. Indirect costs are generally classified as production 
or manufacturing expenses and general or administrative expenses. 

(a) Production or manufacturing expenses are that portion of 
the indirect costs which can be related to a specific product, process, 
job or department, such as equipment repair and maintenance, fore- 
men’s salaries, depreciation, etc. 

(b) General or administrative expenses is that portion of the 
indirect costs which are generally related to the plant, facility or 
activity as a whole, such as certain taxes, insurance, salaries of top 
supervisors or staff officials, ete. 
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4. Basis for Reporting Costs. Cost estimates should be based upon a practical 
evaluation of the labor, material, facilities; und supervision required for an esti- 
mated or planned production or service. Actual cost data may be used only to 
the extent that it is reliable when applied to the projected conditions. However, 
cost factors applied in the development of cost estimates should be validated 
from actual cost records for the activity or installation ; or, if such records do not 
exist, from cost reports of a comparable activity or installation adjusted in either 
case to the differences in workload and cost elements. The difficulties of cost 
estimating and basic differences in facilities and operating circumstances make 
it impossible to accurately compare projected cost and productivity between simi- 
lar activities or installations. For this reason, adequate engineering advice 
should be sought and applied to assure, in so far as possible, that a reasonable 
and fair cost estimate will be attained. This is especially true when cost esti- 
mates are prepared for the purpose of selecting one or more facilities among sev- 
eral of the same type for continuing use or to close the higher cost facilities. 

5. Elements of Cost to be Included in the Cost Estimate: 

a. General Considerations: 

(1) Under certain conditions the procurement of goods or services 
from private industry, that are now produced by an Air Force facility, 
could cause an existing Air Force building or portion thereof to be 
vacated. However, vacating the building may not necessary eliminate 
all costs related to it, as certain maintenance, security, and other fixed 
costs may continue to be incurred to prevent a too rapid deterioration, or 
to maintain it at a-specified standard of repair to satisfy a mobilization 
or other future need. If this situation should arise, and there is no 
immediate alternative use planned for the building, a separate state- 
ment will be prepared reffecting the item and the amount of sueh contin- 
uing expense and will contain a recommendation that such costs be 
excluded from the cost estimate. A statement will also be included set- 
ting forth possible alternative use of the building. 

(2) When an activity or an installation receives or plans to receive 
supervision or supporting services from other activities, organizations, 
or installations the estimated costs of all such supervision and services 
will be included in the cost estimates. Additionally, a factor will be 
added to the cost of the materials and supplies acquired from a depot 
to cover the estimated expense of the procurement, warehousing, and 
administration of such supplies at the depot level. (See paragraph 5c 
(2) (b) 2 for method of computation). On the other hand, adminis- 
trative overhead costs of supervisory or staff offices of higher echelons 
outside the immediate headquarters of the activity or installation being 
surveyed will be excluded, except to the extent that such costs of super- 
visory or staff offices of a higher echelon can be definitely established as 
due to the existence of the activity or installation being surveyed. Like- 
wise, when the costs of services, furnished, or to be furnished by the 
industrial type activity, to other activities or missions of the installation 
are extraneous to the cost of the product or service of the industrial type 
activity, such costs will be excluded from the cost estimate. 

(3) Cost estimates will not include capital or fixed asset charges. 
Thus, all additions and replacements to real and personal property 
(buildings, grounds, and equipment) will be treated as a capital charge 
and, therefore, will be included in the cost estimates only to the extent 
of the depreciation charges. 

(4) Cost estimates will not include hypothetical costs, such as taxes 
(except to the extent payments are made in lieu of taxes), nor will they 
include the element of profit, as would be required in order to match all 
the elements that may be found in price comparisons with similar pri- 
vate commercial operations. 

b. Specific Considerations: 

(1) Subject to the above general considerations, the following specific 
cost elements will be included in the cost estimate. Failure to mention 
any specific cost item does not imply that it will not be included. 

(a) Personal Services: 

1. Civilian. 

2. Military. 
(hb) Materials and Sunniies, 
(ec) Maintenance and Repair. 
(d) Utilities. 
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(e) Depreciation. 
(f) Interest on Invested Capital. 
(zg) Government Contribution to Civil Service Retirement and 
Disability Funds. 
(h) Injuries and Damages Paid through the U. S. Employees 
Compensation Commission. 
(i) Insurance. 
{(j) Property and Other Taxes 
c. Computation of Specific Cost Rlements. 
(1) Personal Services : 
(a) Civilian personnel : 

1. Services performed by civilian personnel will be priced at 
the actual current rate of pay or estimated at an average rate 
per service grade. Such pay shall include a factor for leave, 
computed in accordance with the following principles 

a. Annual leave, sick leave, and holiday pay will be re- 
duced to a composite rate factor. This factor will be 
applied to the estimated “regular time” worked. “Regular 
time” is defined as that time which is regularly scheduled 
at an establishment or installation. Under present legisla- 
tion a 5-day or 40-hour week is considered as normal. How 
ever, if an establishment or installation is regularly sched 
uled to work 44 or 48 hours per week, that will be con- 
sidered as regular. time even though all time worked over 
40 hours is entitled to overtime pay rates. Unscheduled 
overtime, however, is not included in the definition of “regu- 
lar time” as used herein. The composite rate will be derived 
from the following factors : 

(1) Annual leave will be estimated at the maximum 
legal accrual less an allowance for leave which it is 
estimated will be legally lost, based upon experience. 

(2) Sick leave will be estimated based upon the 
average which, it is estimated, will be actually taken. 

(3) Holiday leave will be estimated based upon a 
legal privilege granted by Executive Order of the Presi- 
dent or of the Administrative Order of the Command 
covering time off for legal holidays, elections, special 
events, and jury duty. 

b. The estimate the total labor cost including leave, a 
composite rate factor is added to the charge for regular 
time actually worked. (This should exclude premium pay 
and unscheduled overtime.) Each establishment or in- 
stallation will determine its own rates due to variations 
caused by average length of service, climate, turnover, and 
local leave policies. Io determine the composite rate, it is 
first necessary tc cstimate the average annual work days 
of reguicr time, a. ueflned &uvve, for the individual estab- 
lishment or installation to which the rate will be applied. 
The figures used below are for illustrative purposes only: 


Example 
Total Days in Year an 365 
Less: 
Annual Leave 
Sick Leave 
Holidays Leave 
Satudays and Sundays_________-_-_~-- 


Total Deductions__________~ 


a Tere ai oii ii es eo 
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The composite rate factor is then calculated as follows: 


Average Days Average Work Leave 

Type of Leave Annually Days Pate 
Annual__---- _. 16 divided by 228 . 070 
SESE PO 8 divided by 228 . 035 
Holidays------- 9 divided by 228 . 039 
Composite Rate Factor__.......-.------ . 144 


Attention is directed to the principle that the composite 
rate factor may only be applied to regular time. It cannot 
be applied to gross payroll disbursements which include 
amounts paid for leave actually taken and overtime. 

c. A composite factor has been determined to be approxi- 
mately 16.8% of all Government payrolls. However, this 
rate may not be representative of any specific activity, due 
to the variance in the ratio of ungraded to graded em- 
ployees. Therefore, the use of the composite rate of 16.8% 
in lieu of a computed rate as outlined above is left to the 
discretion of the commander of the major air command 
concerned. 

(b) Military Personnel: 

1. Services performed by military personnel will be priced 
at the standard rates contained in the table in Appendix to this 
Attachment, These rates are based upon a regularly scheduled 
workweek of forty hours or five days, as defined above. The 
composite rate factor covering military leave, sickness, holi- 
days, and so forth, will be computed in the same way as out- 
lined for civilian personnel. 

2. Time lost by reason of miscellaneous military duties, train- 
ing, orientation periods, and so forth, during the regularly sched- 
uled workweek will be excluded from the cost estimate, unless 
such duties or training, and so forth, contribute to the end 
product or service of the commercial or industrial type activity 
or installation concerned. 

8. On the job trainees who are serving or will serve a regu- 
lar period of apprenticeship and who are or will be permanently 
assigned or employed by the activity or installation, will be 
priced at the prescribed standard rates. On the other hand, 
on the job trainees who are detailed to the commercial or 
industrial type activity under an approved training program, 
and who are not now or will not be permanently assigned 
to or employed by the activity, will be included in the cost esti- 
mate only to the extent that the ratio of their actual or esti- 
mated units of product or service produced bears to the aver- 
age total units of product or service produced by the industrial 
or commercial type activity, or installation. Likewise, any 
significant cost of administrative or supervisory personnel, 
who are regularly assigned to or employed by the commercial 
or industrial type activity, may be excluded from the cost esti- 
mate to the extent that such administrative or supervisory 
costs can be identified with the training program and thus does 
not contribute to the end product or service of the activity or 
installation being surveyed. 

(2) Materials and Supplies: 

(a) The cost of materials and supplies will include all items 
purchased, supplied, manufactured, fabricated, or Government fur- 
nished for the account of the commercial or industrial type activity 
or installation. Quantities will be based upon actual or estimated 
bills of materials and will include overruns, spoilage, and defec- 
tive work. Materials and supplies will be priced as published in 
service or Government catalogs, pricelists, current market quota- 
tions, or cost, when manufactured or fabricated by an Air Force 
activity. 
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(b) To the above basic price will be added : 
1. Freight and transportation costs when not included in 
basic price plus materia! handling costs. 

0 2. A factor to cover the estimated cost of procurement, ware- 

5 housing, and supply administration at Depot level for the 

Q materials and supplies obtained by the commercial or industria! 

- type activity from a depot. 

4 a. This factor may be estimated based upon an assump- 
tion that the procurement, warehousing, and supply ad- 


e ministration now furnished by a depot is to be accomplished 
t locally. In other words, if there were no materials or 
e supplies acquired from a depot, what would be the addi- 
tional cost to the commercial or industrial type activity, 
le to provide these services to itself through its already 
s existing procurement, warehousing, and supply agencies 
e and facilities? 
* (c) Deduct from the above basic price, cash discounts, and the 


b recovery or sale of production scrap. These items may be deducted 
e from either the cost of material or from the total cost of the com- 
d mercial or industrial type activity. 
(3) Maintenance and Repair: 
(a) The cost of maintenance and repairs to buildings and equip- 


d ment will include the cost of labor, material, repair parts, service 
3 and maintenance contracts, custodial and protective services, and 
d any other cost incurred to maintain the buildings and equipment 
e in operation. Generally accepted accounting principles should be 
i- followed in distinguishing between a capital charge and an operat- 
t- ing expense. The cost of incidental repairs which neither materially 
add to the value of the property nor appreciably prolong its life, 
.. but merely keep it in an ordinarily efficient operating condition, are 
i- normally considered as operating expense items. 
3 (b) If desired occupancy rates equivalent to rentals may be 
d computed, or determined in accordance with engineering advice, 
and used in cost estimating to include all maintenance and repairs, 
y depreciation on buildings, utilities, protective and custodial services. 
as This method is especially appropriate where only a portion of a 
y building is occupied by the activity. 
> (4) Utilities. The cost estimate for utilities will include such services 
i as communications, gas, lights, heat, water, power, sewage disposal, 
P ete. These costs will be calculated based upon predetermined rates, 
7 applied to an estimated usage or consumption quantity prepared from 
Uy engineering or other advice. These estimated costs will be included 


i whether or not they are now paid or are planned to be paid directly 
F by the commercial or industrial type activity, or other agency, activity 


i- or installation. 
(5) Depreciation : 
al (a) Depreciation may be defined as the normal exhaustion or 
1y deterioration of property used in an operation, due to the physical 
l, wear and tear and a reasonable allowance for obsolencence, which 
» will ultimtely result in the property being worn out or retired. It 
i does not include the loss of property due to fire, tornado, floods. 
ry and similar hazards. 
es (b) The method of estimating depreciation costs should be one 
Or that will distribute fairly the cost of the buildings, machinery, and 
equipment over its estimated useful life. While there are various 
recognized methods of computing or estimating depreciation charges, 
ns it is suggested that the straight line method, based upon useful life, 
lk be used for estimating depreciation costs for commercial and indus- 
ty trial type activities being surveyed. Under this method the acqui- 
ad sition cost or the estimated acquisition cost of the property, less its 
C- estimated salvage value, is distributed in equal amounts over the 
in period of its estimated useful life. The amount of the depreciation 
a- cost may be computed by applying a depreciation rate expressed as 
ce a percentage to the acquisition cost to be recovered or by dividing 


the cost to be recovered by the estimated useful life. 
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(c) In determining the acquisition cost or the estimated acqul- 
sition cost of property, the amounts spent for rehabilitation, restora- 
tion, or replacement which appreciably prolong the life of the 
property should be added to the acquisition cost of the property. 
The amount of the property removed or replaced should be deducted 
from the acquisition cost-of the property. The cost of such additions 
and deductions should be estimated at the cost prevailing at the 
date ef the initial acquisition of the property concerned. Acquisi- 
tion costs may be obtained from accounting or Statistical records, 
if available, or from an engineering valuation. 

(d) In estimating depreciation charges, it is suggested that rates 
be established by major property classes and not by individual items, 
A suggested property classification with estimated useful life is 
furnished in the table below. 


Property Description Estimated 
Buildings Useful Life 
Frame__ om : 20 yrs. 


Concrete, brick, steel, etc nici laos 2 eiameiaae 40 yrs. 
Machinery and Equipment___-—___-~_- ——spe SO~kD SER. 
Office Furniture and Fixtures______-- le hie as. 15 yrs. 
Automotive Vehicles_____________- ae" 7 yrs. 


While the above table of property classification and estimated use- 
ful life is generally acceptable, it is not intended for mandatory use. 
Should a property classification other than this be desired, the asset 
groupings should be made so that assets similar in kind with the 
same average useful lives should be grouped together under each 
classification. In some cases where the activity being surveyed is 
minor in size, it may be desirable to compute the depreciation cost 
for each item. Engineering advice should be sought and applied 
in establishing estimated acquisition costs and estimated useful life 
of the property concerned. 
(6) Interest on Invested Capital : 

(a) Interest on capital which is estimated to be normally in- 
vested in inventories, buildings, machinery, and equipment used in 
the production of the end product or service will be included in 
the cost estimate. 

(b) Inventory values will be computed based upon the average 
annual dollar value of the supplies and material inventories main- 
tained in stock and to be used in production of the end product or 
service. The inventories will not include goods in process or finished 
goods. 

(c) Buildings, machinery, and equipment values will be com- 
puted in accordance with the principles outlined for the computa- 
tion of acquisition cost or estimated acquisition cost for depreciation 
purposes, less the estimated amount of depreciation charges in- 
curred from the date of acquisition of the assets, to the present date. 
In other words, the net property values will be considered as the 
amount of capital invested in such property. 

(d) Interest shall be computed at the rate which was current at 
the date of acquisition of the property concerned. These rates are 
furnished in the table below, and are the rates reported in the U. S. 
Treasury Department Bulletins for Treasury long-term bond av- 


erages : 

Year Rate 
Sy rr are as as i ce i ee 214% 
ne eu ad. ad ee wh aomen 244% 
ae a a fr FE a neon 2% % 


(7) Government Contribution to Civil Service Retirement and Dis- 
ability Funds. Cost estimates will include contributions to the Civil 
Service Retirement System. The current normal support based upon 
1953 appropriations amounts to 2.78% of Government payrolls. An 
approximate rate of 3% on the payroll of civilian personnel subject to 
Civil Service Retirement is recommended for use in the estimates of 
cost of product or services. The local civilian personnel officer should 
have a list of employees who are subject to Civil Service Retirement. 
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When the amount of the payroll for employees excluded from the Civil 
Service Retirement System is considered significant, the cost estimate 
may exclude such amount from the computation of the cost of the 
Government’s contribution. 

(8) Injuries and Damages Paid Through the U. S. Employees Com- 
pensation Commission. The cost of compensation of civilian employees 
paid through the U. S. Employees Compensation Commission for Air 
Force civilian personnel within the Continental United States is $6.76 
per civilian employee per year. This cost is based upon experience data 
reported by the Bureau of Employee Compensation, Department of 
Labor, for the years 1949 through 1952 and excludes leave costs. Thus, 
the total annual costs for injuries and damages paid through the U. 8. 
Employees Compensation Commission will be computed by multiplying 
the average number or estimated average number of civilians employed 
or to be employed in the industrial and commercial type activity by 
$6.76. 

(9) Insurance: 

(a) Cost estimates will include an estimated amount equal to the 
insurance premiums covering replacement or repair of buildings, 
machinery and equipment and inventories damaged or destroyed by 
fire, tornadoes, floods, or similar hazards. It is not intended that 
costly independent appraisals of insurable values should be obtained, 
rather an estimated premium rate should be applied to the net val- 
ues (cost less depreciation). It is suggested that premium rates 
be obtained from a local insurance agent or underwriter. 

(b) Estimated costs equal to the premiums for public liability 
compensation, bodily injury, and property damage will be included 
in cost estimates. Since these premiums are based largely upon the 
factors of risk and location of the specific activity, they will neces- 
sarily vary widely. For this reason, it is suggested that a local 
reputable insurance underwriter be contacted for the estimated 
premium rates applicable to the specific commercial and industrial 
type activity being surveyed. 

(10) Property and Other Taxes: 

(a) If and when Government activities or installations are sub- 
ject to property or other taxes under State and local laws, the cost 
estimates will include an estimate for such payments. Advice of 
the legal officer of the Air Force installation concerned should be 
obtained in each case. 

(b) Cost estimates will include the Federal Government’s share 
of Social Security taxes applicable to civilian employees covered 
thereunder. (FICA.) 


d. Classification of Elements of Costs: 


(1) The elements of cost listed above, plus any other cost elements 
used in the preparation of cost estimates will be classified as follows: 
(a) Direct costs: 
1. Labor. 
2. Materials and Supplies. 
(b) Indirect costs: 
1. Manufacturing or production expenses : 
a. Salaries and wages. 
b. Materials and supplies. 
c. Maintenance and Repair. 
d. Utilities. 
e. Depreciation. 
f. Other (Specify). 
(2) General or Administrative Expenses : 
(a) Interest on Invested Capital. 
(b) Government Contribution to Civil Service Retirement and 
Disability Fund. 
(c) Injuries and Damages Paid through the U. S. Employees 
Compensation Commission. 
(d) Insurance. 
(e) Property and Other Taxes. 
(f) Other (Specify). 
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e. Distribution of Estimated Costs. The total estimated cost should be 
reduced to a cost per unit of product or service produced. If possible, the 
cost estimate should be prepared on a departmental basis. Direct costs 
will be charged to the department that actually incurs the cost. If varied 
products or services are to be produced, indirect costs should be distributed 
to the separate departments based upon individual rates estimated for 
each department. When only one product or service is produced or when 
all products or services are subject to the same processing, an overall in- 
direct cost rate may be used in projecting the per unit of product or service 
eost. Indirect costs may be distributed to the unit of product or service 
by applying an overall indirect cost rate to the direct labor dollars or 
direct labor hours. In those instances where direct labor pay rates are 
generally uniform, the indirect cost rate should be applied to the direct 
labor dollars; in those instances where direct labor pay rates are not uni- 
form, the indirect cost rate should be applied to direct labor hours. 

6. Review and Certification of Cost Data. Cost data for each installation or 
activity prepared for the purpose of this regulation will be reviewed and certi- 
fied as to its reasonableness by the Director of Accounting of the Major Air 
Command concerned. 














APPENDIX 
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| | 
Rank or Grade | Hourly Daily | Weekly | Monthly 
0-6 Colonel «becees E s $4. 67 $37.36 | $186.60 | $809. 46 
0-5 Lt Colonel...____- 3. 96 31.68 | 158.40| 686.40 
O-4 Major : 3. 51 28.08 | 140.40]  6€8.40 
-3 Captain : 3. 07 24.56 | 122.80} 632.13 
O-2 Ist Lieutenant 2. 61 20.88 | 104.40 | 452. 40 
O-1 2nd Lieutenant 2.10 16. 80 84. 00 364. 00 

Warrant Officers | 
Ww-4 3. 45 27. 60 | 138. 00 | 598. 00 
Ww-3 2. 85 22:80 114.00 | 493. 96 
ck 2.49 19. 92 99. 60 | 431. 60 
W-1__-. 2. 21 17. 68 | 88. 40 383. 06 

Enlisted Personne! | 

BT 2.11 16. 88 84.40 | 365.73 
E-6 1. 85 14. 80 74. 00 320. 66 
E-5 1. 61 12. 88 64. 40 279. 06 
E-4 1. 34 10. 72 53. 60 232. 26 
E-3 1.13 9. 04 45. 20 195. 86 
E-2 1.03 8. 24 41. 20 178. 53 
E-1 1.00 8. 00 40. 00 173. 33 





Note.—Pay and allowances exclude hazardous duty (flight duty) pay. It includes basic pay, quarters 
and subsistence allowances. Hazardous duty pay will be added to the above rate and included in the cost 
estimate, when the mission of the industrial or commercial type activity includes this factor and when such 
duty contributes to the product or service produced. 
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Suspsect MATTER To Be INCLUDED IN THE SUMMARY REPORTS OF ANALYSIS OF AIR 
Force COMMERCIAL AND INDUSTRIAL FACILITIES (REPORT CONTROL SYMBOL 
DD-S&L (AR) 140) 


1. Type of facility. 
Name and address of facility. 


2 to 


3. Name and address of organization to which facility is directly responsible. 
4. Projected period covered for analysis purpose. 
5. Principal products or services to be produced or performed. 
6. Indicate whether: 

a. Government-owned and Government-operated. 

b. Leased from private enterprise and Government-operated. 
7. Personnel to be engaged. Monthly average number. Military, Civilan, Total. 
8. Method of financing: 


a. Appropriated funds 
b. Working capital funds (specify) 
c. Other 

9. Value of facility and plant equipment. 
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Indicate : 
a. Optimum capacity. 
b. Estimated percentage of utilization of optimum capacity 
. Cross-servicing : 
* a. Has the feasibility of cross-servicing with other similar Federal 
facilities been investigated ? 
b. If ves, indicate the similar Federal facility considered : 


Name and address Viles away Comparative size 


lias the feasibility of obtaining the product(s) or service(s) from similar 
Government-owned aud privately operated or privately owned and operated 
facilities been investigated? Uf yes, indicate the private facilities con 
sidered : 
Name and address Viles away 


Cost data (This portion will be filed out when criterion in paragraph 4b of 
this Regulation is used as a justifying factor or when otherwise specifically 
required by the commander of a major air command or by Headquarters 
USAr) 

a. Total estimated cost of product or service for projected period. 
Include supporting Cost statement showing details of projected 
cost estimate and comparison with historical costs, if feasible, 
in accordance with the principles outlined in Attachment 1 to 
this Regulation. 

b. Unit costs: 
Name of Product Subject AF Faeility Price Obtained From 
or Service Unit Cost Estimate *Similar Private 
Facility (ies) 


14. Action to be taken—indicate whether : 
a. Operation to be discontinued on 
(date) 
Operation to be performed by commercial source? _._-_..---_-----. 
By another service activity? _-_-.__._._.__. Identify the commercial 
source or the service activity. 
b. Facility continue at current operating level. 
ec. Facility continue on modified level as follows : 
d. Facility continue at increased level of operation as follows: 

15. Justification for the action indicated in Item 14 above (that is cite the 
applicable criteria, and summarize briefly the facts pertaining to the 
facility in question which led to the action taken). 

16. Date of submission of previous analysis. 
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First INCREMENT OF COMMERCIAL AND INDUSTRIAL Facilities To Be REVIEWED 
(CONTINENTAL UNITED STATES) 


1. FACILITIES FOR WHICH ANALYSES AND DETERMINATIONS WILL BE COMPLETED 
BY 31 JULY 1954 


a. Aluminum Sweating or Smelting Facilities: 


(1) Definition—those facilities which are engaged in the process(es) of reduc- 
ing aluminum scrap into ingots; it does not include a foun/iry which is a part of 
an integrated facility and which reclaims aluminum scrap primarily for use in its 
own operations. 

(2) Headquarters USAF agency of primary interest: The Directorate of Sup- 
ply and Services. 


b. Scrap Metal Baling Facilities: 


(1) Definition—those facilities engaged in the process whereby light metal 
scrap such as sheet metal scrap, clippings, skeleton scraps, and so forth are com- 
pressed by either a portable or stationary press into convenient sizes for sale. 


*Name and address of similarly privately-owned and operated facility (ies) from whom 
prices obtained. 
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(2) Headquarters USAF agency of primary interest: The Directorate of Sup- 
ply and Services. 
c. Clothing Factory and Cloth Sponging Plants: 


(1) Definition—The Army Clothing Factery and Marine Corps Clothing Fac- 
tory at Philadelphia, Pa. 

(2) Headquarters USAF agency of primary interest: Not applicable. 
d. Coffee Roasting Plants: 

(1) Definition—plants capable of roasting, blending, and packaging coffee in 
accordance with military specifications for issue to an assigned area. 

(2) Headquarters USAF agency of primary interest: Not applicable. 
e. Motion Picture Studios: 


(1) Definition—studios operated for the purpose of producing motion picture 
films. 

(2) Headquarters USAF agency of primary interest: The Directorate of 
Operations. 
f. Paint Factories: 


(1) Definition—facilities similar to the Navy’s paint manufacturing facilities 
at Norfolk and Mare Island Naval Shipyards which manufacture paint from raw 
materials for issue in the supply system. 


(2) Headquarters USAF dgénrey 6f primary interest: Not applicable. 
g. Rope Walk: 

(1) Definition—the Navy’s facility at Boston Naval Shipyard which manu- 
factures fiber cordage for issue in the supply system. 

(2) Headquarters USAF agency of primary interest: Not applicable. 
h. Sawmills: 





(1) Definition—facilities which are operated in conjunction with a logging 
operation. Sawmills take timber from the logging operation and saw logs into 
rough or finished lumber. Sawmills exclude the operations carried on in a typical 
carpenter or other woodworking facility which is a part of an integrated activity 
and is concerned with processing rough or finished lumber in support of the 
activity’s mission. 

(2) Headquarters USAF agency of primary interest: Assistant Chief of Staff 
for Installations. 

2. FACILITIES FOR WHICH DEPARTMENTAL ANALYSES AND DETERMINATIONS WILL BE 
COMPLETED BY 28 FEBRUARY 1955 
a. Bakeries: 

(1) Definition—centrally located bake shops, not a part of the galley or kitchen 

of a general mess, which supply bread and pastries to: 
(a) Messes for consumption, or 
(b) Commissaries for distribution to messes, or 
(c) For resale to service personnel as Jndividuals. 


(2) Headquarters USAF agency of primary interest: The Directorate of 
Supply and Services. 


b. Clothing Reclamation Shops: 


(1) Definition—facilities which receive a miscellaneous assortment of used 
and/or issued clothing and inspect, sort, count, clean, wash, renovate, patch, 
mend, repair, package, and repack this clothing for further issue to the service- 
wide supply system. 

(2) Headquarters USAF agency of primary interest: Directorate of Mainten- 
ance Engineering. 

c. Furniture Repair Shops: 


(1) Definition—facilities operated for the purpose of repairing, mending, 
refinishing, or otherwise rehabilitating furniture for issue to the service-wide 
supply system. 


(2) Headquarters USAF agency of primary interest: The Directorate of 
Maintenance Engineering. 
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d. Ice Cream Manufacturing Plants: 


(1) Definition—facilities which manufacture ice cream for messes for con- 
sumption or for commissaries for issue to messes or sale to military personne! 
as individuals. Excepted is the occasional ice cream made in organized messes 
with equipment normally furnished to galleys or kitchens. 

(2) Headquarters USAF agency of primary interest: The Directorate of 
Supply and Services. 


e. Laundries and/or Dry Cleaning Plants: 


(1) Definition—those fixed-type facilities which are operated for the purpose 
of washing, steaming or otherwise cleaning textile products similar to services 
performed by commercial facilities for the general public. 

(2) Headquarters USAF agency of primary interest: The Directorate of 
Supply and Services. 


ExHipir 13 


ASSISTANT SECRETARY OF DEFENSE, 
Washington 25, D.C... May 6, 1955. 
Hon. Jonun J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

DEAR SENATOR SPARKMAN: In my letter of November 18, 1954, I informed your 
committee of the progress being made in the Department of Defense commercial 
and industrial-type facilities review program. The following information sup- 
plements the data previously furnished. 

AS a result of the analyses of facilities which were included in the first incre- 
ment of the program, the following have been or will be discontinued in the 
continental United States: 

2 aluminum sweating operations 

7 scrap-metal baling operations 

All the coffee-roasting plants 

Ropewalks 

All logging and sawmill operations with the exception of one 
14 bakeries 

2 clothing reclamation shops 

1 furniture repair shop 

13 laundries 

2 dry-cleaning plants 

The above-listed results are not to be considered complete. The findings and 
recomendations of the military departments are being reviewed by my office, and 
as a result, additional specific activities may be discontinued. 

Even though the departmental analyses of some of the facilities listed in the 
second increment of the Department of Defense program are scheduled for com- 
pletion at a later date, the following facilities have been or will be discontinued : 

Chain manufacturing 

2 acetylene manufacturing activities 
10 automotive repair shops 

1 caustic-soda manufacturing activity 
6 cement-mixing plants 

1 chlorine manufacturing activity 

9 ice plants 

17 office-equipment repair shops 

1 tire-retreading aetivity 

2 tree and garden nurseries 

In addition ‘to the above, the following information, which is based on data 
reported by the military departments for the period October 1, 1954, through 
March 31, 1955, briefly outlines other action taken by the military to foster pri- 
vate enterprise and to develop effective cross-servicing in the commercial and 
industrial-type activities field. 
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DEPARTMENT OF THE ARMY 


The Army plan for consolidating and eliminating storage facilities, providing 
for the closing of 10 depots and the inactivation of the supply missions at 7 addi- 
tional installations, was reported in the previous report. Pursuant to this plan: 

(a) The Stockton Annex of Sharpe General Depot has been assigned to the 
Department of the Air Force and was discontinued as an Army installation 
effective December 1, 1954. 

(b) The Charlotte Quartemaster Depot has been inactivated and was redesig- 
nated a storage activity of the Atlantic General Depot and will continue in this 
capacity until July 1, 1955. 

(c) The Mira Loma Quartermaster Depot has been assigned to the Department 
of the Air Force and was discontinued as an Army installation effective Decem- 
her 31, 1954. 

(d) One-half of Marietta Transportation Depot, or 662,000 square feet of 
covered and 2,666,000 square feet of open was allocated to the Air Force. 

(e) Subsequent to this depot plan, DOD, on September 4, 1954, directed that 
the entire Marietta facility be transferred to the Air Force. This transfer re- 
leased an additional 954,000 square feet of covered storage space and 3,669,000 
of open improved storage space. 

(f) Total space released by the Department under the Army depot plan and 
Marietta transfer is 20 million covered and 24 million open improved. 


DEPARTMENT OF THE NAVY 


(a) Based on an analysis of survey reports on box and crate shop operations, 
it was determined that demands for recurring size boxes, crates, and fiberboard 
containers could be filled by procurement from commercial sources. Accordingly, 
a Secretary of the Navy Instruction limited production of box and crate shops to 
nonrecurring sizes and directed that activities fill all requirements for recurring 
size boxes, crates, and fiberboard containers by purchase from private enterprise 
either completely assembled or as “shook” or as “knocked-down flats.” 

(bv) By means of SecNav Instruction 4860.17 of February 4, 1955, the Depart- 
ment of the Navy established a policy not to operate office equipment repair 
shops within the continental Shore Establishment when services required for 
the overhaul, repair, and maintenance of such equipment may be procured from 
privately owned and operated commercial facilities. 

(c) The Naval Supply Depot, San Pedro, Calif., has discontinued the utiliza- 
tion of civil-service employees for stevedore services and inaugurated the use of 
commercial stevedores. 

(d@) The home-to-work bus operation which provided transportation at a 
nominal cost for a small number of employees was discontinued at the Special 
Devices Center, Sands Point, Port Washington, N. Y. 

(e) The naval station, Treasure Island, Calif., has contracted with commercial 
sources for the manufacture of window shades, hangings and venetian blinds, the 
repair and refurnishing of barracks and office furniture, and for pest control 
and extermination services. 

(f) Commercial sources are now recharging CO, fire extinguishers, maintaining 
office equipment, and providing trash-disposal service for the naval station at 
San Diego, Calif. 

(g) Concrete blocks required by the naval station, Key West, Fla., are now 
being supplied by commercial facilities. 


DEPARTMENT OF THE AIR FORCE 


(a) Pipeline fuel delivery.—The operation of the Smoky Hill pipeline project, 
which was reported previously, has proven to be highly satisfactory. Hq SAC 
reports that pipeline shipments of aviation fuel into Smoky Hill AFB, Kans., 
have resulted in a savings of time and manpower, and are much more efficient 
than either tank truck or tank car. Without pipeline service this station would 
not have been able to meet fuel requirements. Receipt of fuel by pipeline has 
resulted in (1) 75-percent reduction in number of personnel required for handling 
receipts, (2) 90-percent reduction in number of receiving documents, and (3) 
75-percent reduction in time required for fuel receipt. 

On the basis of this experience, a right-of-way easement has been granted to 
the Cherokee and Kaneb Pipeline Cos. for the laying of necessary pipe and con- 
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nections into the aviation fuel storage tanks at McConnell Air Force Base, Kans. 
Utilization of this common carrier should effect a considerable reduction in trans- 
portation cost for shipments of grade JP-4 fuel. 

(6) Contract maintenance of jet engines.—For the first time, a commercial 
everhaul facility has been awarded a contract for the overhaul of jet engines. 
This is consistent with Air Force policy of encouraging industry participation 
in contract maintenance. However, prior to this time, only engine manufacturers 
have had the capability for jet overhaul and have undertaken contract main- 
tenance of jet engines. The introduction of newer type jet aircraft into the 
active inventory is increasing the need for using jet engines. In view of 
the DOD policy that no new “brick and mortar” projects be undertaken when 
comparable civil facilities can be used, the expansion of contract maintenance 
to provide for jet engine overhaul is becoming increasingly important. 

The new contract provides for maintenance and overhaul of the J-33 engine— 
one of the earliest production engines and, compared to the later models, rela- 
tively simple to overhaul. The contractor will provide the major portion of 
tooling and equipment (at an estimated cost of $1 million), and will erect such 
construction as may be required. Some special tools will be transferred to the 
facility by the Air Force. Work is scheduled to begin by midsummer. As the 
contractor’s production capability increases, all J-33 overhaul will be phased out 
of Middletown AFD, to make way for later jet engine models. Performance of 
this contract will provide a basis for assessing the role of commercial overhaul 
facilities in planning for the future expansion of jet overhaul capacity. 

(c) Vehicle storage control.—In order to provide centralized depot control and 
administrative responsibility, the functions of contract administration and 
custody of all USAF vehicle storage sites have been transferred from the area 
procurement districts to Memphis AF Depot. The USAF Vehicle Storage Branch, 
Vancouver, Wash., was transferred to Memphis AFD on February 21, 1955; those 
at Eddystone and McKees Rock, Pa., were transferred to Memphis in March 1955. 
Completion of this action consolidates the responsibility for all USAF vehicle 
storage at Memphis AFD, and permits greater effectiveness and economy through 
closer program surveillance and distribution control. 

I trust this data will be informative to your committee. 

Sincerely yours, 


x 








